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THURSDAY, SEPTEMBER 27, 1951 


Untrep Srares Senate, 
SUBCOMMITTEE ON Securities, INsuRANCE, AND BANKING, 
OF THE CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 2:30 p. m., in room 
F-39, the Capitol, Senator J. William Fulbright (presiding). 

Present: Senators Fulbright (acting chairman), Sparkman, and 
Shoeppel. 

Senator Futsrient. The committee will come to order. 

This is a hearing to discuss the FDIC and some of its operations. 

Mr. Tefft, will you give your full name to the reporter, also those 
gentlemen who accompany you? 

Mr. Terrr. Edward C. Tefft, Chief, Liquidation Division, FDIC. 

Mr. Seasury. J.C. Seabury, associate supervising liquidator, FDIC. 

Mr. Russevi. John H. Russell, counsel, FDIC. 

Senator Futsrieut. We understood, Mr. Tefft, that you were most 
familiar with the figures on liquidation cases, and I understand you 
have been in the FDIC for some time. 

Mr. Terr. Yes, sir; off and on for 18 years—18 years on October 

Senator Fu.srieut. In this same,Liquidation Division / 


STATEMENTS OF EDWARD C. TEFFT, CHIEF, LIQUIDATION DIVI- 
SION; J. C. SEABURY, ASSOCIATE SUPERVISING LIQUIDATOR; 
AND JOHN H. RUSSELL, COUNSEL, FEDERAL DEPOSIT INSURANCE 
CORPORATION 


Mr. Terrr. I came with the Corporation as an examiner and assist- 
ant chief examiner, and we started organizing the Liquidation Divi- 
sion back in 1936. I was 21% years with the Alien Property Custodian, 
as Chief of their Liquidation Division. 

Senator Futsrienr. You are the top man on liquidation in the 
FDIC now ¢ 

Mr. Terrr. I am supposed to be; yes, sir. 

Senator Futsrieut. Well, do not be too modest. We are just trying 
to get the facts. You are the man who knows most about the figures 
on liquidation. 

Did you prepare the figures that the FDIC furnished this committee 
that we had at our last meeting? 

Mr. Terr. No, sir; I did not. I had nothing to do with it what- 
ever. 

Senator Futsrieut. Who did? 
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Mr. Terrt. I really do not know that. I know several divisions had 
personnel working on it, nights and holidays. 

Senator Futsricut. Do you have anything to do with it, Mr. Sea- 
bury ¢ 

Mr. Seasury. No, sir, I did not. 

Mr. Russeuu. I had something to do with it. I was asked to par- 
ticipate in it because I was the legal representative of the Corpora- 
tion on a number of these transactions among the 19 listed. These 
figures were taken from the original books of entry that are main- 
tained in the Office of the Treasurer, as of the dates indicated in the 
hearings, and most of those were as of June 30, with the exception of 
the last transaction, which took place subsequent to June 30, and those 
figures were taken off the books of original entry as of August 31. 

Senator Futsrieut. Mr. Tefft, are you prepared to discuss these 
figures with us? 

Mr. Terrr. Yes, I am. 

Senator Futsriegut. You are familiar with them. 

Mr. Terrr. Yes, sir. 

Senator Futsrieut. Well, can you tell us are these figures complete 
und accurate, to your knowledge? 

Mr. Terr. I think, Senator, an honest effort was made to arrive 
at the true figure as to uninsured deposits. 

Senator Scuorrret. Will you indicate what page you are refer- 
ring to? 

Mr. Terrt. All of the 19 cases I am referring to, Senator. 

Senator ScHoerre.. If you will indicate the pages you are refer- 
ring to, it will help us follow it. 

The material referred to will be found beginning on p. 53, pt. 1.) 

Senator Fursricnut. One or two things struck me as rather un- 
usual. There is a small number of depositors in excess of the limit. 
Is that typical, were there only five depositors in that first case? 

Mr. Txrrrt. No, sir, that is either an error, or a typographical error, 
as to Cecil, Pa. 

Senator Futsricnt. The first one is Churchville. 

Mr. Terrr. That was a very small bank, Senator, in a small com- 
munity, and that is not unusual. 

Senator Fuxerieut. It is not unusual. 

Mr. Terrt. No, sir. 

Senator Futsricut. Where is the Cecil bank ¢ 

Mr. Terrt. That is on page 59. 

Senator Futsricut. It had five, too, as I recall it. 

Mr. Terrr. I think that is either a mistake or a typographical 
error, because there were more than that. I happened to be in Cecil 
the other day, and I got them to work out the uninsured deposits 
for me. 

Senator Futsrigut. I wish you would explain exactly what is the 
situation. 

Mr. Terrr. In Cecil? 

Senator Fusrient. Yes. 

Mr. Terrr. Well, the figures I have here are about as accurate as 
you can get them. It shows $304,553 of uninsured deposits, and there 
are 29 accounts that had balances in excess of $5,000. 

Senator Futsrient. What was the total ? 

Mr. Terrr. $304,584. 
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There could be a difference in that, Senator, because we are paying 
claims from time to time, and I do not know the date that this figure 
was taken from. In other words, this will increase as we pay other 
claims. 

Mr. Russexu. I think I can explain that, Senator. After the hear- 
ings were printed, we discovered that the five was in error. Five were 
the total number as of the date of closing of the bank. Subsequently 
there were more claims paid, and as these figures were made up fol- 
lowing the hearings of Thursday, for presentation on Monday, I must 
be honest in stating to you that they were made up rather hurriedly. 
I did not get home until after two in the morning myself, and as 
far as I know that is the only error in the number of depositors. It 
should have been 29. 

The discrepancy in figures is accounted for by the difference in 
date of June 30, and October when the additional figures were taken 
off, additional uninsured accounts that were discovered after June 
30 that were reflected on the Treasury books of June 30. It is a differ- 
ence of about $20,000. 

Senator Futsrient. Well, Mr. Tefft, I am not very good on figures, 
but we asked for figures to demonstrate the differences in the recovery 
and loss to the FDIC under the method of assumption of assets, and 
all liabilities—that is the procedure they have been following. If 
they paid off their liabilities under the guaranty, and went through 
receivership, I cannot find that out from these figures. 

Do these figures reflect that ? 

Mr. Terrr. No, Senator, you would have to know exactly what the 
loss would be. In other words, in this case we have set up a reserve 
of $1,200,000. Now, that is conservative, and it may be reduced as we 
make additional collections. 

Now, for instance, if we do have a 50-percent loss in Cecil, that 
means that on the uninsured deposits that we paid we would take an 
additional 50-percent loss on those insured deposits over and above 
the receivership. In other words, in loatiardia you only pay the 
insured deposits, whereas here, we paid, so far, $304,000 of deposits 
that were not insured, and if our loss was 50 percent, it was reduced 
another $150,000 over and above the receivership cost. 

Senator Futsrieut. Now, can you use those Rares as an example, 
a very simple example for my benefit, to give us your best estimate 
of the different results from following the course you did follow. 
What would it have been if it had been in receivership? Will you be 
very plain about how it would work out in this case? 

Mr. Trerrr. Well, Senator, if this bank had been placed in receiver- 
ship, we would have paid only the insured doposits. 

Senator Fursrienr. Which would be how much ? 

Mr. Terrr. Which would be, according to this figure here, $1,941,- 
000, less the $304,000. 

Senator Fursricnt. Now, wait a minute. You would pay that, 
but that would not be your loss, would it? 

Mr. Terrr. No, sir. 

Senator Fursrientr. That is what I am trying to get, the final 
result. 

Mr. Terrr. The loss would be whatever the liquidation turns out 
to be in the way of loss, plus the additional $150,000, which is half of 
the $304,000 insured deposits as against the receivership. 
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Senator Futsrient. I got lost there. We were pursuing this as 
what your loss would be with a receivership, and if you paid it off. 
Your first payment will be this $1,637,000. Now, you would recover, 
against that, what ? 

Mr. Terrr. We would recover against that the value of the assets 
that we liquidated. 

Senator Futsrienr. What can you estimate them to be? Do those 
figures reveal anything to indicate that?. 

Mr. Terrr. We have collected to date, up to September 15, $542,900. 
Now, the collections there would remain entirely from certain settle- 
ments pending, particularly the settlement with the Wagner estate 
cashier, the vice president who killed himself, and that is a rather 
complicated affair. To appraise his estate would be rather difficult, 
because he had an enormous stamp and coin collection, participation 
in coal mines, and things of that sort, and we have several large over- 
drafts that we are endeavoring to collect. 

You see there was only a third of this bank on the books when we 
got it. 

Senator Fursrient. You mean two-thirds had been stolen ? 

Mr. Terrr. Two-thirds off the books, debits, credits—— 

Senator Scuorrrer. False entries. ; 

Mr. Terrr. No, just stuffed in the vault, and in drawers. The books 
were kept very accurately, of what he had in the bank on the books. 
There was always a balance when the examiners came in, but he had 
$713,000 in deposits on the date that we took over, and the bank 
assumed that many deposits, but since that time we have paid out 
$1,274,566 additional deposits, after we have analyzed the accounts 
against the claims, so instead of being a $713,000 bank, it is a $2 million 
bank. 

We have other claims pending. 

Senator Futsricut. Before you leave that, when you assumed this 
liability, did you think it was only a $700,000 deal ? 

Mr. Terrr. No, sir; we knew at the time we took over there was 
much more than that. 

Senator Futsrientr. Can you describe for us just what the proce- 
dure is in that assumption of the liabilities of a bank, as in this case, 
what happens ? 

Mr. Terrr. Of course in this particular case the directors were out 
of the city, they were in New York on official business, attending the 
American Bankers Convention. Mr. Sailor, chief examiner, was noti- 
fied that there was a shortage in this bank, and the possibility there 
might be a pay-off. 

Senator Fursrientr. Who notified you? 

Mr. Trerrr. The Comptroller’s office. It is a national bank, the 
First National Bank in Cecil. 

Mr. Sailor communicated that to the directors, got in touch with 
them rather late in the afternoon of September 25 or 26—TI have for- 
gotten which it was. Then of course information kept coming, the 
shortage was growing. 

Senator ScnorrreL. You do not mean September, do you? 

Mr. Terrr. September of 1950; yes, sir. Finally the directors gave 
permission to make an announcement, and the announcement was 
made in the Washington, Pa., paper. I have a copy of that if you 
care to see it. 
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Senator Futsrient. What was the nature of it? 

Mr. Terrr. I will not quote the upper part here, but just the full 
text of the announcement itself, if you would care to hear that. 

This is September 28, 1950. 

Maple T. Harl, Chairman, Federal Deposit Insurance Corporation, today an- 
nounced that all deposits of the First National Bank in Cecil, Pa., would be 
taken over by the First National Bank of McDonald, Pa., witbin the next 2 weeks. 
FDIC will advance about $500,000 in cash to make the transfer possible. 

Chairman Harl assured depositors none would suffer a penny loss, and there 
would be no interruption in their banking service. Until the transaction is 
completed, customers of the First National Bank in Cecil may continue to do 
business as usual. Thereafter their funds will be available in full at the First 
National Bank at McDonald. 

The recent death of an officer of the First National Bank in Cecil led to the 
diseovery of irregularities which impaired the bank’s solvency. As it has done 
in many comparable cases, the FDIC stepped in immediately to protect depositors’ 
interests. 

In cooperation with Preston Delano, Comptroller of the Currency, who super- 
vises all the national banks, the following plan was worked out : 

1. The First National Bank at McDonald will assume all deposits of the First 


National Bank in Cecil, 
2. FDIC will advance cash in an amount sufficient to equal the difference be- 


tween the deposits of the Cecil institution, and the acceptable assets of that 
bank taken over by the First National Bank of McDonald. This is the twenty- 
seventh instance in which the FDIC has been called upon in Pennsylvania to aid 
an insured bank that encountered difficulties. In the previous 26 cases, 158,000 
depositors had their funds protected by the advance of $57 million of FDIC cash. 
Chairman Harl said the FDIC is constantly alert to protect depositors in insured 
banks. 

Now, after that announcement was made, of course we dispatched 
men to the scene—or even before it was made, we dispatched men 
to the scene. 

Senator Fursricur. Before that was made, you know what the 
extent of the liabilities would be? 

Mr. Terrr. No, sir; we do not know yet, completely, because we still 
have claims coming in, a few at a time. 

Senator Futsrienr. How can they determine, in that case, whether 
or not it is wiser for the FDIC to assume all liabilities, or to permit 
receivership, if they do not know what the liabilities are? 

Mr. Terrr. Well, it would be a very difficult thing to reach a 
decision as to which would be best, if it is an unknown quantity, but 
I can say that the directors were acting on the information at hand 
at the time. 

Senator Funsricut. Well, it was impossible to know what the 
liabilities were. 

Mr. Terrr. That is right. 

Senator Futsrigutr. How, then, could they make a determination as 
to the advantage of the FDIC to follow either one course or the other? 

Mr. Terrr. They could only make the determination on the figures 
they had at that date. Of course, subsequently we found out that it 
was much different. For instance, they started setting wp shortages on 
the books of the bank on September 22. 

Senator Futsricut. Of course, at that time you were already com- 
mitted to this policy of paying all depositors. 

Mr. Terrr. Oh, yes; we were committed. This announcement was 
dated September 28. 

Senator Futsricur. That brings us to the real point, or one of the 
major points that has interested me: How you reconcile that procedure 
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with the law, the first sentence of which reads as follows, and this is 
section 13 (e). It says: 

Whenever in the judgment of the board of directors such action— 
that is the assumption of the assets, such as you did here— 


such action will reduce the risk or avert a loss to the corporation, and will 
facilitate a merger— 
and so on, 

What I am interested in is how the policy you have adopted, which 
as I understand has been consistently followed since 1944, can be re- 
conciled with this language. It seems to me that in each case that 
language means the Board should consider the matter on fairly 
thorough information, and decide whether or not it will reduce the 
risk or avert a threatened loss to the corporation. 

Now, it struck me, in the case just described, that you did not do 
that at all. You adopted a policy, which you followed without ex- 
ception, as I understand it, of assuming all the loss, which in effect 
means the extension of insurance guaranty to all deposits without 
$10,000 limit, were there not? You paid them off in full. 

Now, in this case there were 29 depositors with deposits above the 
limit. 

Mr. Terrr. That is right. Of course, most of those were discovered 
after we got in and started our audit. 

Senator Futsricut. That may be true, but I am unable to see how 
you say that you follow the law when you follow the policy that you 
have without any regard to what the liabilities are. If you acted 
promptly, as I assume it is your policy to do—— 

Mr. Terrr. Let me make this explanation. I am only the surgeon, 
and when the Board diagnoses the case, I have to perform the opera- 
tion. 

Senator Futsrienr. I am trying to outline why I was interested in 
the point of whether or not the policy followed is to the advantage of 
the FDIC, whether or not it has in fact reduced the risk or averted 
a threatened loss. I think it is pertinent in each one of these cases, 
insofar as you can, to show the figures as to what actually happened 
in the last 7 years, and what procedure will be followed henceforth. 
It may be that this committee, and the Congress, wants to insure all 
types of deposits. I am not arguing whether that is a meritorious 
position or not. I cannot quite reconcile this policy with what I be- 
lieve to be the intent of this section of the law. 

I had the feeling that you only guaranteed everybody's deposits 
when it was to the advantzge of the FDIC, and it would be an ex- 
ceptional case where you uid that, In the case we are discussing you 
would have a receivership, and pay only what the receivership pro- 
vides. That would seem to be the way the law should be interpreted. 

Mr. Russell, you are an attorney, I believe. How do you interpret 
this? 

Mr. Russe. Well, first of all, Senator, if you are going to apply 
the formula set forth in the law to any given bank, you are almost 
forced to the conclusion that in every instance, since 1936, the then 
existing Board and the presently existing Board did not properly 
use their judgment and discretion for the reason that in almost every 
instance, with rare exceptions, one of which is noted here whether 
you had no insured deposits, uninsured deposits. Therefore, if you 
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had one depositor who had $5,000 more than insured, if you apply 
that interpretation of the law, which to me would be a very narrow, 
slightly strict interpretation, you would have to conclude that the 
Board should have said, “Well, we are going to say $5,000 will close 
the bank.” 

Now, there have been 172 loans and purchases. I am confident that 
none of you feel that in every instance did the Board improperly 
exercise its judgment and discretion. 

Senator Futsrigut. Wait a minute, you have gotten off the point, 
exercising judgment and discretion. My point is in the Cecil case 
you could not possibly exercise judgment and discretion. You did 
not know anything about it. You just assumed it. You did not know 
what the liabilities were. You had practically no knowledge. How 
could you be said to exercise judgment ? 

Mr. Russett. Taking any given case, the Board could only act on 
what has happened to it in like situations. In other words, you are 
not dealing Rent with the situation where you can have hearings as 
you can in the Interstate Commerce Commission, or spend 4 or 5 days 
meditating about what you are going to do. This is strictly a fire, 
a conflagration, and if you do not put it out immediately, or announce 
what you are going to do, you will find that by the time you arrive 
at other remedial action, the depositor who had in excess of $10,000 
will see that he has drawn it down to $10,000. 

Now, if you look at the situation on the basis of the facts we know 
today in the Cecil transaction, you cannot come to the conclusion that 
the determination that the Board made did avert a risk or a threatened 
loss to the corporation in that particular situation, for the reason that 
these extraordinary additional losses were subsequently discovered. 

However, that was not the pattern that has necessarily failed in 
all cases. 

Senator Futsrient. Mr. Russell, I do not think I have made my- 
self clear. It is my understanding that you do not even attempt 
to make a finding in any case. You have adopted a principle and a 
rule which you follow without exception, of assuming the total losses, 
in every case since 1944. Is that not true? Did you even attempt 
to make a finding of the fact, or arrive at any decision based on any 
evidence in the case of Cecil ? 

Mr. Russetu. In every case they make a determination and a find- 
ing in conjunction with their resolution. The resolution recites they 
made the finding. 

Senator Futsrieut. Do you have a resolution with regard to Cecil ? 

Mr. Russet... Yes, sir. It recites that the Board has determined 
that they can avert a risk or a threatened loss in the Cecil situation, 
based upon the information they had on the date that they adopted the 
resolution. 

Senator Futsrienr. Would you say that is a truthful and sound 
expression of the facts as of that moment? 

Mr. Russetz. I would, yes, sir. 

Senator Fursricut. Mr. Russell, is it not true that you have 
adopted a policy which applies to all these cases ? 

Mr. Russeizt. Yes,sir. We have had 19 consecutive cases since 1946. 

Senator Futsricut. I am not trying to criticize this individual case. 
I am trying to determine what is the practice. It is that you have 
adopted a practice of assuming all of the deposits in all these cases. 
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I presume, in view of the testimony heretofore taken, that you feel 
that that is proper procedure, and that you intend to follow it. 

Mr. Russe. Well, Senator, I do not intend to follow it. I am not 
a member of the Board, I am only a member of the legal staff. I can 
only tell you what the Board has done. 

Senator Futsrient. Well, 1 have drawn the conclusion from what 
was said that that is the intention. It would certainly seem to be that 
FDIC is proud of the fact that they have not permitted a receivership. 
What I am getting at is that means that you have a policy now of 
insuring all deposits without limit, whatever they may be in the bank. 

The next question is whether that is the proper policy? That is 
really the meat of the cocoanut on this particular question. If you 
have done it for 8 years, I can imagine when you get into a difficult 
situation later they will say, “My goodness, you have done it for every- 
body else, you have got to do it for us.” That is human nature if you 
have followed that without exception for a number of years. 

I think by practice we are getting into that situation. I think it is 
important that this committee either affirm or disaffirm that policy, 
and I think we ought not to kid ourselves, because we all go about say- 
ing, “Oh, we guarantee up to $10,000.” You made a big to-do last 
year about raising it from 5 to 10, when, as a matter of fact, it was in 
fact already up to the limit. If it was 50, you were guaranteeing them, 
and you have paid off. 

What was the largest deposit in the Cecil case, do you know, just 
as an example? 

Mr. Terrr. The largest,deposit was $80,000, of the Cecil Township 
School District; there were only two accounts with deposits of over 
$50,000. 

Senator Scnorpret. Was that a municipal deposit ? 

Mr. Terrr. The Cecil Township School District. 

Senator Futsrieut. What was the next one? 

Mr. Terrr. The next one was the Kolin Coal Co., $53,615. You see 
tiris bank just barely got into the $10,000 limit. It was about 2 weeks 
after the law was passed. 

I might make this observation, if I may, Senator. 

The determination that was made when the Directors decided to 
make the announcement was not on resolutions passed by the Board 
of Directors, because as soon as we make an announcement, the fat is in 
the fire, we have got to go through. 

Senator Fursricut. Well, the announcement, was it made subse- 
quent to a meeting of the Board to consider it ? 

Mr. Trerrr. The meeting of the Board was held at New York, I 
assume, but the real papers, the resolution passed by the Board in con- 
nection with Cecil was on October 6. 

Senator Fursrignt. Which was subsequent to the announcement ? 

Mr. Terrr. To the announcement. The announcement was made 
on September 28. 

Senator Futsricur. Well, do you know, Mr. Russell, whether or 
not there was a meeting of the Board before the announcement. was 
made ? 

Mr. Russeii. Well, I did not know the fact that Mr. Tefft men- 
tioned—as a matter of fact, I was not in town at the time—but whether 
or not the official resolution that is made a part of the minutes was 
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dated October 6 or not, does not make any difference. The Board 
met and made its determination prior to the time they made the an- 
nouncement. 

Senator Futsricur. I think it is important, because I think if 
you follow this policy, it is quite immaterial whether the Board met 
or not, because it isa policy that you have adopted. 

Mr. Russext. You put me in a rather difficult position when you 
assume I agree with you that that is the policy. The fact that there 
have been 19 such situations does not indicate that that is necessarily 
going to be the policy of the Board tomorrow, or the day after tomor- 
row. That question would have to be directed to the Board members 
themselves, the Comptroller. 

Senator Futsrieur. Mr. Russell, it is inconsistent. You are either 
roing to follow the policy, or you are going to examine each case. 
To have already cod circumstances are such that you cannot do that. 
If you are going to give relief, you have to step in, and you have not 
yet determined the limit of it. You had no idea at all at that time, 
you thought it was much smaller than it is. 

Now, the only point of having a Board meeting is to make an ex- 
amination and to decide this. Where you have a policy that you 
follow, there is no real point to it, it is just a formality. 

‘ow, I am not trying to pin you down and say you should have 
had it. As long as you have this policy, I do not say it is significant. 
1 am trying to get at whether it is wise to have this policy, and are we 
prepared or is the banking system prepared to assume this unlimited 
responsibility for all deposits. 

I think that isa very important question. 

We readjusted the payments to all these banks on the theory we 
were guaranteeing deposits to $10,000. The whole thing has been 
based on the fundamental concept of guaranteeing certain deposits, 
$5,000 in the first place, and now $10,000. The effect of this is to 
guarantee them all. I wonder if we are justified in cutting down 
the payments. If you are going to pay off 53,000 depositors under a 
guaranty of $10,00:), it seems to me that might have some effect upon 
the rate of payments that you expect from the bankers. It is obviously 
a great boon to the banking system, is it not? It is something of 
value. I do not know what the answer is, and I am not taking the 
position you should not do what you are doing. I think if you do. 
we ought to have an understanding, and it ought to be, I think, in the 
law that this is the situation. Then you give people an opportunity 
to reassess this question of how much you pay in order to maintain 
something adequate to do that. 

Senator SparkmMAN. Have any of the banks complained? 

Senator Futsrient. No, the banks love this. 

Senator SparKMAN. It seems to me that as a definite policy it would 
not be proper, but it seems to me that in each individual case, a de- 
termination might very well be made to ascertain whether or not it 
would be to the advantage of the depositors, particularly the insured 
depositors, to work out a combination or transfer or merger rather 
than to have a liquidation. I assume that in many instances, by hav- 
ing a merger or a transfer, you can get an orderly liquidation that 
will increase by far the recovery. Is that not right? Is that the kind 
of determination that is made? 
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Mr. Tzerrr. Under certain circumstances that surround each ease, 
of course each case is different. If you ask my opinion as to this sort 
of a transaction, my opinion is that you cannot make a determination 
with regard to an unknown quantity. 

Senator ScHorrre.. You say you cannot? 

_ Mr. Terrr. You cannot; no, sir. Now, in the Cecil situation, for 
instance, the bank was insolvent when the directors were advised be- 
cause the bankers had already set up-on the books a cash shortage, 
for instance cash, of $32,000 on September 22, 1950, and om September 
25, 1950, they set up a shortage of $125,919, which represented unre- 
corded drafts drawn on the firm deposit in the National Bank of 
Pittsburgh, in payment of cash letters, and on September 25 we dis- 
covered some cash in the vault, and credited that, with $13,000 and 
on September 26, the shortage in the firm was another $71,700 and 
on September 26, 1950, $8,000 more, and then one hundred twelve. 

There is $224,000 of shortage there through September 27, which 
greatly exceeds the bank assets. 

By October 6, by the time we get around to consider the board of 
review, the board of directors meet the same day they normally passed 
the resolution Mr. Russell just referred to, the review examiner says, 
“As of this writing—” which was October 5, “it has been roughly 
estimated that the defalcation was a total of approximately $105,000, 
and possibly something in excess of this amount.” The deposit habili- 
ties of record are reported to be slightly more than $700,000. There 
were actually $713,000—as compared to cash on hand of around a 
hundred thousand dollars. Bond investment consists entirely of 
United States bond obligations, but most of these securities are pledged 
to secure deposits, and only $60,000 is found to be free. The purchase 
of assets, if any 

Senator Futsrient. May I say they usually are pledged to secure 
large deposits ? 

Mr. Terrr. Yes, sir. Those deposits were probably pledged against 
that school fund, so while it is an uninsured deposit it would have to 
be paid in the event of receivership. 

Senator Futsricut. They took assets that were theirs? 

Mr. Terrr. That is right. 

Senator Futsrient. In receivership you would pay that anyway. 

Mr. Terrt. Yes, sir. 

Senator Futsricut. Was the deposit of the coal company pledged, 
too, or secured ? 

Mr. Terrr. It was not pledged. As a matter of fact, they did not 
have it on the books. 

Senator Futsricut. How do you know what the deposit liabili- 
ties are going to be? 

Mr. Terrr. We do not know, sir. 

Senator Fursrient. It seems to me you are confronted with a 
situation in which the Board, by the necessities of the case, cannot 
in this rapid manner make any judgment based upon facts as to 
whether it is to the advantage or disadvantage of the FDIC, is that 
true? 

Mr. Terrr. That is right. When there is an unknown quantity, 
vou cannot make a determination, but I think where you know what 
the rotten apple is, how big it is—for instance, the purchase such 
as at Newark, N. J., we knew that $624,000 was all of the forged 
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mortgages they had in there. The man made a confession. The ex- 
aminers had checked, and there was no indication of manipulating 
the books, or the individual accounts, because the man was not ac- 
tively in the bank that put in the forged mortgages. 

Senator Funsrieur. It is a typical case that your large uninsured 
mortgages are likely to be secured as you mentioned ? 

Mr. Terrr. They are public funds. They cannot secure individual 
accounts, 

Senator Futsriagur. We will recess for long enough to vote, and 
be back here in a few minutes, 

(Recess taken.) 

Senator Futsrieur. Mr. Tefft, would you say it is a typical situ- 
ation to find that large uninsured accounts, are the ones most likely 
to be covered up? That is the object of the defalcation ? 

Mr. Terrr. That is true. They manipulate the books usually 
through the big accounts. 

Senator Futsricutr. The big ones being the ones that are uninsured 
above your maximum ? 

Mr. Terrr. That is right. 

Senator Futsrient. So that that factor would always make it 
difficult for you to assess, at least in the early stages, what your lia- 
bilities above your guarantee are? 

Mr. Terrr. Yes, sir. 

In this Cecil situation, we transferred $713,000 deposits to the Mc- 
Donald bank, the First National Bank of McDonald. Now, since 
that dlate, we have been busy verifying accounts and paying people 
the money that was due them. Now, this $713,000 of deposits that 
were transferred, we do not know whether that is $713,000 sound de- 
posits, whether it is $513,000 sound deposits, or what, because without 
a concerted effort to find amounts in those accounts that probably 
should not be, we have turned up 27 accounts and recovered nine thou- 
sand some odd dollars of accounts that were overstated. In this situa- 
tion nearly every deposit in the bank was tampered with. Even the 
ones on the books, we have had to add to those, but there is no one that 
has come to us so far and said, “You have paid me too much money.” 

Senator Futsricut. They are not likely to do that often, are they ? 

Mr. Terrr. Not in that section of the country, so those accounts 
have to be verified. 

Senator Funsricur. Well, it seems to me that in a case like that, my 
offhand opinion would be that the sounder, safer way to proceed is 
through a liquidation, where there is some burden on the other peo- 
ple to prove what they are entitled to. Whereas when you pay every- 
thing, it takes a long time for you to discover where you stand. If 
you had a receivership, you would know pretty well what your liabil- 
ity was. 

Mr. Terrr. If we had a receivership, every one of those people 
would have to come in with their books. 

Senator Futsprigur. And prove to you, whereas now you have the 
burden of proof of disproving what the books show, which is quite a 
difference ? 

Mr. Terrr. Yes, sir. 

Senator Futpricut. Now, in that case, it was a national bank, was 
it? 

Mr. Terrr. A national bank. 
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Senator Fursricut. Under the law, you would be appointed the 
receiver. 

Mr. Terrr. Yes, sir; under the law. 

Senator Futsricnr. So you would still have control over it, and 
would still administer the liquidation ? 

Mr. Terrr. That is right. 

Senator Futsricntr. Well, I am frank to confess I know very little 
about it, but it would strike me that that would have been more 
beneficial to the FDIC if they had a receivership. 

Would you care to express yourself on that, or do you feel it is be- 
yond your duties ? 

Mr. Terrr. My opinion has always been that—+this is purely’ 
my opinion, based partially on the experience I have had with FDIC, 
and as a banker coming with the FDIC that you cannot make a de- 
termination in a bank where your defalcation is spread out, you do not 
know where to put your hand on it. Invariably, these confessions, 
ninety-nine of them out of a hundred, are understated. If you had the 
confession of the man that stole the money, usually a lot of them 
would not know how short he was. If this John Wagner had lived he 
could not tell you within two or three hundred thousand dollars 
about the condition of that bank. I do not think he knew himself, 
the way he handled it. We found deposit tickets in his desk, checks 
unposted, checks in boxes, checks stuck in vaults, deposit tickets. We 
had to reconstruct the acts entirely. 

Senator Fursrientr. It seems to me I cannot help but feel that situa- 
tion is better handled by a liquidation. 

Mr. Trerrr. By receivership. 

Senator Fu.sricnt. By receivership than it is by the assumption 
of all the assets ¢ 

Mr. Terrt. I think so. 

Senator ScHorrret. What do you think your loss will be on this 
bank, now, as far as you have gone into it? 

Mr. Trrrr. At least a million dollars. Of course we have $1,200,- 
000 set up as a reserve now against it. 

Senator Futsrient. Now, do you think—what is the proper term 
to apply, assumption of liability ? 

Mr. Terrr. You mean the McDonald Bank assumed the deposit 
liability. 

Senator FutsrreHr. What is the best term to use, “assumption of 
liability”? 

Mr. Trerrr. We usually term it the “assuming bank or the selling 
bank.” 

Senator Fursricnr. Do you think it is more economical from an 
administrative point of view to have a receivership or assumption of 
liability ? 

Mr. 'Terrr. There is very little difference in the cost of liquidation 
in receivership or purchase of assets. It all depends. You see every 
bank is different, and it depends entirely on the nature of the assets 
involved, and the amount of litigation you have to go through. The 
variance in cost 

Senator Fu.srientr. That is not affected by the procedure you 
follow ? 

Mr. Terrr. No, sir. 
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Senator FutsrieHt. I was under the impression Mr. Harl thought 
in the last hearings that this assumption procedure they are follow- 
ing—he said, “We found it the most economical way to do it.” He 
says receiverships will bear expenses. There was one receivership 
where a bank, after it got through, only paid out a 12-percent dividend. 

I could not follow that as to why it would be more expensive, 
where you assume it, as you have, or where you act as receiver. Can 
you enlighten me any on that ? 

Mr. 1 ‘rr. In that particular case, it was an asset condition. It 
would not have been affected by receivership, or by a loan. If you 
made a loan, they would still have only a 12-percent return. 

Senator Futsrient. In other words, the procedure does not affect 
the question of expense, it is the character of the assets, and so on, 
which would make it more or less? 

Mr. Terrr. And how much litigation you are going to have. 

Senator Fuisricnr. I understand under the law, for all national 
banks, FDIC would be the receiver. You may be in all State banks, 
and I think you are likely to be. 

Mr. Terrt. It is mandatory in some States, in two States, and others 
have provided in their own State legislatures to appoint us receiver, 
or liquidator. 

Senator Fuusrieur. Is it fair to say, then, that the expense of the 
operation is not a significant factor one way or the other? 

Mr. Terrr. The difference would not enter into it, the difference in 
cost. 

Senator Futsricut. Can you see any substantial advantage to fol- 
lowing the procedure you did in the Cecil case? 

Mr. Terrr. Not in the Cecil case, or any case that we have had where 
the quantity is unknown. 

Senator Futsrigut. How many of the 19 cases you have had since 
1944 have been due to defalcations ? 

Mr. Trerrr. Sixteen out of the nineteen. 

Senator Futprient. Sixteen out of nineteen? 

Mr. Terrr. Yes, sir; and we have found malfeasance and mis- 
feasance in one case, where it was an asset condition, the reason the 
bank closed was because of the asset condition in Aurora, N. C. 

Now, 6 of these 19 have been paid out in full. 

Senator Futsricut. They have been paid out in full, but that is 
not because you followed one or the other procedure ? 

Mr. Terrr. That is right. 

Senator Futsriecnr. You would have been paid out in full if you 
had receivership / 

Mr. Terrr. We would have been paid out in full if there had been 
a receivership. 

Senator Fursrieut. Speculating for a moment, suppose a very 
large bank should go broke, and the larger they are the more unin- 
sured deposits as a general rule? 

Mr. Trrrr. Yes, sir. 

Senator Futsricut. Say we had a big bank with a hundred million. 
Following this procedure, you could find yourself in difficulty, could 
you not ? 

Mr. Terrr. There is a line of demarcation in the size of a bank as 
to whether it will be torn down by defalcation or not. The largest 
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bank that we have had, that closed primarily on account of dis- 
honest accounts, was the Columbus Trust Co. at Newark, with $8 
million. We were paid out and turned money back. We knew 
where the shortage was, we knew they had over $500,000 capital, 
and $200,000 surety bonds, and the $620,000 worth of forged mort- 
gages. We could see our way clear. That sort of a purchase is ideal. 

ut that is contrary to what you have in Cecil, and what you had 
in Pryor Creek, Okla., and in Weshphalia, Mich. Those were cases 
where the books were jumbled up, you did not know what the shortage 
was going to be. 

Senator Fu.srignt. Now, on that point, early in the game on those 
you have mentioned, it was so jumbled that you could not tell where 
you were, is that true? 

Mr. Terrr. Yes, sir. 

Senator Futsricur. If the Board actually considered these on their 
merits, as I think the law would require, then in those cases they 
would be led to follow the receivership road? 

Mr. Terrr. That is correct. 

Senator Fursrieur. Whereas in the case where there was—— 

Mr. Terrr. If they had all the facts. 

Senator Fusricut. Even the fact that you do not know is a 
factor ? 

Mr. Terrr. That is one factor I would not want to pass on. I 
would not want to reach a determination on something that was un- 
determinable at the time. 

Senator Fuisricut. There is no doubt in the Cecil case that you 
did not know what the situation was, is that right! 

Mr. Terrr. Yes, sir, absolutely. 

Senator Futsricnut. So that if you actually considered the matter, 
you would know you did not know, if you went through that pro- 
cedure ? 

Mr. Terrr. Well, I think if we had put enough men in, in a day or 
two we could make some determination as to the rottenness of a 
bank. Even in that situation, where you have full ledger sheets, 
where you have withheld-deposit slips, withheld accounts, you do not 
know what the shortage is, you could not verify all of those accounts 
in a given time, so in my opinion, if you are going to guess at it, it 
should be put in receivership. 

Senator Futsricut. In other words, a fairly good ‘rule-of-thumb 
is, if you feel you have to guess about it—you do not know enough 
about it, receivership would be a safer procedure ? 

Mr, Trrrt.. Yes, 

Senator Scuorrren. Is this one of the worst examples you have 
had ? 

Mr. Terrr. Yes, I think Cecil, and Pryor Creek were the worst two 
we have had from the standpoint of a jumbled-up mess. Pryor Creek 
had a little bit of everything, forged notes, forged chattel mortgages. 
When we took over, we had a cattle mortgage on more cattle than the 
population of cattle in that county in Oklahoma. 

Senator Futsricutr. You have been with the FDIC 18 years? 

Mr. Terrr. It will be 18 years on the second of October. I was out 
214 years as Chief of the Division of Liquidation of the Alien Prop- 
erty Custodian, from June 1942 until September 1945. 
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Senator Futsriext. Prior to 1942—— 

Mr. Terrr. September 1944, I beg your pardon, and then in October 
of 1945 I went to Europe for 9 months, I was loaned to the Army, in 
the property control inquiry. 

Senator Fu.pricut. Prior to 1942, when you left, was Mr. Crowley 
then the chairman ¢ 

Mr. Terrr. Mr. Leo Crowley was chairman, and he was also Alien 
Property Custodian. 

Senator Fursrieut. Did they follow this same policy of assumption 
of assets invariably during that period 4 

Mr. Terrr. We had some cases, Senator, where we made purchases 
in shortage cases. 

Senator Futsrienr. I do not mean some cases. 

Mr. Terrr. That was not the general policy; no, sir. We had 245 
receiverships from 1934 to 1942. 

Senator Futericur. How many ¢ 

Mr. Trrrr. Two hundred and forty-five. 

Senator Futsrieutr. And how many assumptions of liability ? 

Mr. Terrr. We had 60 asset equity purchases, and 112 loans, and 245 
receiverships. That is from the beginning, but all of those receiver- 
ships took place prior to 1945. 

Senator Gisaeaar?: Now, in cases of defalcation, did they all go 
to receivership ¢ 

Mr. Tzrrr. No, sir; not all of them. We made some purchases, but 
there were mitigating circumstances in connection with those. The 
one most similar to these situations was in Burns, Oreg. It is a county 
seat, 100 miles from any other bank. There was a large operation 
there, the Haynes Lumber Co., and the United States National Bank 
of Portland agreed to open a branch there, providing we give them 
the deposits. It was thought best to handle it that way for the bene- 
fit of the community. 

Senator Futsricut. But other than that, you would have had a 
receivership ¢ 

Mr. Terrr. Yes, sir. 

Senator Futsricnt. Well, would you say in those cases, in view of 
your hindsight, and your experience since then, thinking about it, the 
FDIC would have been better off if in those receiverships you had 
assumed the liabilities and the assets ? 

Mr. Terrr. Prior to 1945? 

Senator Furgricut. Yes. 

Mr. Terrr. There were circumstances surrounding each one of 
those. For instance, in Fredericksburg, Va., we could see our way 
clear there. It was forged notes, principally. We were paid in full, 
and we turned back some one hundred thousand dollars in cash to the 
minority stockholders. 

Senator Fursricut. I do not believe you caught my question. In 
view of your subsequent experience in those cases where you did have 
a receivership, do you think you would have been better off if you 
had had, the FDIC would have been better off, if you had had assump- 
tion of assets? 

Mr. Terrr. To a certain degree, they would have been, but the few 
dollars expended was to the benefit of the bank. 

Senator Futsricut. I did not mean in individual cases, I meant as 
an over-all proposition, do you think you would come out better in 
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the conservation of assets if instead of having any receiverships you 
had had all assumptions of liabilities? 

Mr. Terrr. I have not made a complete study of each of those. 
There were four or five cases where we made purchases prior to 
1944, but, for instance, Senator, you might have a banking house in- 
volved, a one-purpose banking house. Tt goes into receivership, and 
when the receivership is over, that banking house has depreciated very 
materially. Where you make—oftentimes they recognize a new bank, 
and take over the banking house at a figure, or some other bank will 
take it over and use it as a branch. 

Senator Futsrient. Well, I can understand in individual cases. I 
just wondered whether in evaluating this policy, FDIC made a study 
as a result of their experience and arrived at a conclusion that if they 
followed one course it would have led to such a result, and in another, 
another. You have not made such a study? 

Mr. Terrr. We cannot say it was a general policy back in the days 
when we had 245 receiverships over a period of 10 years’ time. 

Senator Fu.srieut. No, I think it is obvious it was not the policy. 

Mr. Terrr. We had over a hundred shortage cases up to 1946, and 
we only made purchases in four or five banks, so that is indicative, I 
think, that it was not a general policy to make a purchase. 

Senator Funsrient. I think it is clear that it was not. What I 
was trying to ask is some institutions go back and analyze what they 
have done before and try to arrive at some reason. as there any 
basis for the adoption of this policy in 1944 Was there a statistical 
basis, was there evidence that persuaded the Board that this is a good 

olicy ¢ 
. Mr. Terr. I do not think there has been a study made of it from 
that point of view. In May of 1944, the last receivership, we had 
very few transactions in that period. 

Senator Futsrient. As far as your knowledge goes, you do not 
know of any such study ¢ 

Mr. Trrrr. No, sir. 

Senator Futsricut. Are you familiar with the charts on page 45 
of this printed hearing of September 13? 

Mr. Dauber: I glanced over them, yes, sir. 

Senator Futsrient. Take a look at those charts on page 45. They 
would seem to undertake to show that mergers—I guess that is the 
proper time for it—are more beneficial than receiverships. Are you 
familiar with that table? 

Mr. Terrr. Well, I am just going by what this table shows. It 
shows the mergers and receiverships, 1934 to 1946, 19 percent esti- 
mated loss on receiverships through 1946. That would be the whole 
245 receiverships. I of course could not vouch for the correctness of 
this figure. 

Senator Futsricut. Did you have anything to do with the prep- 
aration of this chart? 

Mr. Terrt. No, sir, not a thing. 

Senator Futsrient. Who did prepare the chart, do you know? 

Mr. Russewy. It was prepared by the Division of Research and Sta- 
tistics. They make all of these charts. I think the other chart, the 
one on the opposite page, shows it was prepared by the Division of 
Research and Statistics. 
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Senator Fu.srienr. Do you think, Mr. Tefft, that either of those 
charts, pages 45 or 46, are accurate reflections on this question of 
whether receiverships are more efficient than mergers / 

Mr. Trrrr. It may be an accurate picture, but it does not mean 
anything to me. 

Senator Futsricur. It would not be here if it was not intended to 
mean something. What do you mean this thing does not mean any- 
thing? 

Mr. Terrr. Well, the loss in receiverships there being higher than 
the mergers, some of our largest losses were in receiverships, but it 
was not just because it was a receivership. The largest single loss 
we have taken since the Corporation started was in the New Jersey 
Guaranty Title Co. where we lost over $4 million in that one receiver- 
ship. The highest losses we have had outside of that were on loans in 
Syracuse and Utica. 

Senator Futsrientr. Well, take the largest case, are you familiar 
with it? 

Mr. Trerrr. Yes, sir. 

Senator Fu.srienr. Do you think the loss would have been less if 
it had been a merger ¢ 

Mr. Terrr. No, sir; I think in merger we would have been worse 
off, because they had a trust department there, no one knew what was 
in that trust department, and they had a mortgage pool participation 
that we were afraid would result in a great loss. There are so many 
things you might run into in a merger where you might assume lia- 
bilities there was no point in assuming. 

Senator Futsricur. If that is the case, these differences here be- 
tween receivership and merger are explained by the character of the 
assets of the receivership, not the procedure followed; is that correct ¢ 

Mr. Trerrr. Yes, that is right. 

Senator Funsrient. So, as you say, it does not have any meaning 
whatever as to the advisability of what procedure to follow. 

Mr. Terrr. That is right. There is another figure that should prove 
that, Senator. All of our receiverships, the 245 cases, show the com- 
mon and preferred claims, and what was received back in these liqui- 
dations, and the percentage of common claims paid. Now, in 90 of 
the 245, we collected 100 percent. There are 37 more where 90 percent 
or over was recovered, and 24 more where 80 percent or over was re- 
covered, and in 70 and over there were 19—that is 170, only leaving 
75 liquidations where we collected less than 70 percent; 90 of them 
we collected in full, 90 and over is from 90 to 99. There has been 
purchase on those where we were paid a hundred percent, which 
would be the same thing, or we might have gotten in some cases a 
hundred percent and had to pay the uninsured deposits. In most 
of these receiverships the uninsured deposits were small. In Brad- 
ford, Pa., which was a national bank, we lost about $400,000, which 
we paid nine hundred-some-odd-thousand dollars in claims—our final 
loss was four hundred-some-odd-thousand dollars, with a $900,000 
shortage. 

Senator Futsrient. Another aspect of these charts, it would seem 
to me, is that since there have been no receiverships since 1944, that 
being the period in which there was much greater prosperity in the 
country, and fewer difficulties than in the late 1930’s, it would natur- 
ally weight the chart in favor of mergers, would it not ? 
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Mr. Terrt. That is right. All but about 19 of these receiverships 
occurred after 1940. 

Senator Scuorrret. Occurred after 1940? 

Mr. Terrr. After 1940. 

There were about only 19 receiverships of the 245 that occurred after 
1940, 

Senator Futsrient. All but 19 occurred prior to that. 

Mr. Terrr. That is right. 

Senator Fursricnt. In a period which was a much more difficult 

riod. 

Cae Terrr. That would draw your distinction on these charts-here. 
Starting with 1934, your economy was not what it was in 1944, 1945, 
and 1946, and on out. Now, most of our large mergers, as they call 
them, took place from 1938 on up. We reached our peak i in 1941. In 
most of the big mergers, they came during 1940, from 1938 on. We 
started in Camden, N.J., taking the larger ¢ ones now, where we put out 
several banks there. We collected interest on most of them. 

We started in New Jersey, the Trust Co. of New Jersey, and made 
eight loans in Hudson County, one right after the other. We never 
left the ground until we finished those eight loans, and we did that 
shortly after the New Jersey Title and Guaranty Co. was closed. 
We closed it first, and then started in on these eight loans. Of course 
we made other loans subsequent to that. 

The Trust Co. of New Jersey, we collected over $2 million in inter- 
est, and all our expenses. 

Senator Fursrinr. Plus all your expenses ¢ 

Mr. Terrr. Yes. 

In Hudson Trust Co., we collected $1,200,000 of interest over and 
above expenses. But another thing, the fallacy of that chart is that 
you have to take into consideration the fact that in these large mergers, 
the RFC had large sums of money in there before we went in, and 
the Trust Co. of New Jersey, instead of collecting interest we would 
have had a loss because—the RFC had $10 million in there before we 
went in, so the merger looks pretty good, you see. The First Trust and 
Deposit of Syracuse, they were in for 5 or 6 million. We lost 
$1,400,000 there. Our loss would have been $6,400,000 if they had their 
money in there before we went, and the same with Utiea. 

Senator Futericut. I am not clear, did the RFC take a loss of their 
money ¢ 

Mr. Terrr. Well, what they did, they organized a new bank, took 
over the old, and then—or at least they changed the charter of the 
bank, and took over the new bank stock, they put in, say 6 million new 
money, and would add the old 5 to it, and cut back the 6 million, and 
make it retirable for 11 million. Now, they are coming out on a lot of 
those. 

Senator Futsrientr. But the RFC money was a cushion between you 
anda loss. It had that effect. 

Mr. Trerrr. That is right. 

Senator Futsricur. If the RFC money had not been there, that loss 
would have fallen on you. 

Mr. Terrr. We would have had a loss in a lot of those where we 
or interest. Instead of collecting interest, we would have had 
a loss. 

Senator Funsrient. That makes the merger look better. 
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Mr. Terrr. It helps a lot. 

Senator ScHorrre.. It would seem to me that this type of chart, 
then, should be more detailed. 'They look darned good on paper, just 
looking at them, and that is probably what was intended. It is based 
upon so many factors as you have just mentioned that certainly it is 
not a sound reflected relationship, in a sense. 

Senator Futsrieut. In fact, I think it is misleading. 

Senator ScHorrPev. In this case, I think it is definitely misleading 
as a pictorial reflection. Looking back to the bank in Pennsylvania 
again, which was a national teak, of course we are all interested in 
maintaining the sound fiscal position of those institutions. In order 
to insure that, we have these periodic check-ups. A lot of it is based 
on skill, intuitiveness, and I do not know what else goes into the nosing 
around, but we use the term “examination” to cover all that. 

Now, sitting here as a layman, how was it possible to examine that 
bank over a period of months, or say 2 or 3 years, and not discover 
a situation like this? Iam just curious to know how that thing could 
develop under any type of examination. 

Mr. Terrr. Well, as I said, Senator, this man was very meticulous 
to keep his books in balance. He kept his books absolutely in balance. 

Senator Scnorrret. I know a bank out in my State, a little country 
town in Kansas, and some of those State examiners who come in there 
are not supposed to be hard-boiled as the national bank examiners are. 
They anit asses them trot those notes out, they would count the cash, 
they would count all the bonds, and then they would call those people 
in who had those notes and say your note shows that you have made 
certain payments, received certain credits, did you make those, and 
what evidence can you show ? 

Now, they go that far in my State. 

Mr. Trerrr. Well, my personal observation is—I am not in the exam- 
ination division 

Senator Scuorrre.. I understand that. 

Mr. Terrt. I do not think they have enough examiners, and they 
do not give the examiners enough time. I have expressed the theory 
to our chief examiner, and at times to Mr. Harl, that the examiner 
does not have enough time. It seems they go after not a quality 
examination but quantities of examination. In other words, they 
want to make 100 percent examination of all the banks this year, for 
instance, or over a certain period, and they do not have the time. 

I also expressed the opinion that, if they would just give the exam- 
iner a half a day longer to just snoop around, he would not have to 
examine anything, but look around in corners, take the old trial bal- 
ance and look down it and see how it fluctuates, how deposits fluc- 
tuate. In Manassas, for instance, you could see the $600,000 boune- 
ing around in the trial balance like a rubber ball; and, if they had 
time to check into some of those things, that is how it was discovered. 
The examiner happened to see a large entry ; he asked what it was, and 
this fellow told him, and confessed that he was short. 

Does that answer your question, Senator ? 

Senator Scuorrret. Yes. 

Mr. Terrr. I am not an authority on examination. There are little 
things that could be done. If they got a cash letter in Cecil, anytime 
they went in to examine that bank since 1934 they might have found 
something. Certainly in the last few years, if you had gotten a cash 
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letter, and just gone through the ledger, he would have found big 
checks in there they did not have an account on the books for. This 
big coal company, with a $50,000 balance, never had a ledger sheet 
in the books. He had that separate, on a separate sheet, and he bal- 
anced their pass book, over a million dollars of transactions in 1 year, 
with debits and credits. 

Senator Futsricnt. Just to pursue this merger and receivership ; 
because I think that is sort of the nub.of the matter, whether this 
policy is justified—if it is, and you can prove it is, I have no objection 
to saying “O. K., we will adopt it.” 

On this chart on page 46, which makes the mergers look good, are 
there some additional liabilities under the merger method other than 
uninsured accounts which the FDIC assumes? 

Mr. Terrr. Well, in a merger, no matter what the liability of the 
bank is, you have got to pay it. There is no cut-off date on claims 
for deposits. The statute of limitations does not run against deposits 
ina merger case. In other words, somebody could come in and file a 
claim against us 20 years from now and we would have to pay it, if 
they had a just claim. 

Senator Secinesn: Under the merger? 

Mr. Terrr. But under receivership, when a receivership is closed, 
the limitation has ended. 

Senator Futsrienr. You understand I am not at all experienced in 
this, but in a merger, the best assets, as I understand it, are immedi- 
ately turned over to the bank assuming the liability. 

Mr. Terrr. Yes, sir. 

Senator Futsrieutr. Assets, under a receivership, assuming they 
are good ones, of course as receiver you would have that advantage. 
They take all the best ones and you take what is left, in effect; is 
that right? 

Mr. Terrr. That is right. 

Senator Futrrient. If they had followed receivership, they might 
look better than the mergers, so far as your loss is concerned; is that 
true ? 

Mr. Trrrr. Yes. We sold several mortgages to this bank in 
McDonald, and when the old gent by the name of McDonald, who is 
president of that bank, buys a mortgage it is supposed to be good, 
and we had to buy some of them back because they were paid. They 
were in the bank’s records; but they had been paid. 

Senator Futsrient. So you had to take them back. 

Mr. Terrr. We had to buy them back. 

Senator Futsricutr. Then to sort of sum it up, at least in your 
opinion, there is no substantial difference in the cost of either. That 
is about standard. The question is whether you or the FDIC are 
better off by following one or the other procedure. 

Is it correct to say that in your opinion the policy followed prior 
to 1944 is at least in normal times a better policy than a policy of all 
mergers ¢ 

Mr. Terrr. Yes. 

Senator Futsrient. One other reason that was given in the former 
testimony for following the present policy of mergers is that you 
got away from the economic shock to a community which follows a 
receivership. When you have a receivership the depositors’ funds 
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are tied up, business credit is disrupted. Under the purchase pro- 
cedure, all the business goes to some other insured bank. 

Is that a valid reason for a merger / 

Mr. Terrr. I do not think so, Senator. As far as repercussion is 
concerned, as I stated before, the New Jersey Title Guaranty Co. 
was the largest receivership, where we paid off depositors. We paid 
off $16 million in insured deposits there. 

Senator Funsrieur. I thought you said the largest bank had been 
an $8 million bank. 

Mr. Terrr. A loan, where we made a purchase in a bank where 
there was a shortage; the largest one that we made a purchase in was 
at Newark, N. J. In banks that were primarily closed on account 
of defalcation. 

Of course, we have made purchases in much larger banks than 
that. That was just the shortage cases. 

The New Jersey Title & Guaranty Co. was our largest pay-off. 
We paid over 16 million of insured deposits there. 

Mr. Crowley made a trip to Newark, and to Jersey City; got on 
the air and told them that the New Jersey Title & Guaranty Co. was 
closed; that the insured deposits would be paid, and that all other 
banks would be taken care of. Of course, there was some talk 
about other banks, and those were the ones that had already planned 
and decided to make loans and purchases. It was determined long 
before we went into New versey there was a program worked out 
beforehand, and there was no great repercussion from that. 

Senator Futsricut. Can you apply this idea to Cecil? Can you 

see where there would be any ‘substantial difference in the repercussion 
on the community whether you went in there as receiver and paid off 
all the insured deposits, i in contrast to the merger / 

Mr. Trerrr. No, sir; I do not think the repercussion—as a matter of 
fact, Cecil did not need a bank. There is just a road line with a few 
houses on either side, a few taverns, in a coal-mining community with 
some farming. He got most of his deposits from surrounding terri- 
tory because he paid more interest than any other bank around there. 

Senator Funsrieur. He attracted deposits so he could sell them 
better. 

Mr. Terrr. That is right ; he made the money. 

Senator Futsrieut. It would seem to me maybe your policy is en- 
couraging this method; knowing that nobody is going to lose any- 
thing anyway, everybody is going to be happy. 

Mr. Terrr. I think that has helped some of them. Some of the 
directors feel better knowing the depositors are going to be paid in 
full, rather than some not. 

Senator Futsricur. That is an interesting aspect of it. I was 
wondering about that the other day when I noticed the second defalea- 
tion in New Kensington, Pa., within 6 months, I believe. I wondered 
if this policy might 1 not have a tendency, by relievi ing the directors of 
certainly part of their responsibility as citizens to their fellow citizens 
in the community, they knowing that regardless of what happens 
everybody is going to be happy, I wonder if that does not tend to cause 
a let-down in the alertness and the concern of directors in the bank. 

Mr. Terrt. I think that again gets back to the individual bank and 
the members of the board, and the interest they take in the bank. 
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Senator Futsricur. If it has any influence, though, certainly it does 
not tend to make them more concerned to know that, regardless of what 
they do, everybody is going to be taken care of. 

Mr. Terrr. At Manassas National, the chairman of the board was 
elected after the man Sleek had become president. He made himself 
president by using the bank’s money to buy the controlling stock, and 
then made himself president. He bought the control from the old 
president of the benk. That was in 1947. Then he elected this new 
board, and one man there he named chairman of the board. He had 
lived in that community all his life; he had a nice reputation ; he was 
an upright gentleman ; and, even though he was going to lose his stock, 
his principal concern was that none of his friends would lose any 
money. If he could be assured of that, he was very happy about it. 

Senator Futsricur. You relieved him of one of the incentives to 
look after the bank. 

Mr. Trerrr. Yes, sir. 

Senator Futsrient. It seems that way to me. 

Mr. Trrrr. This was after it all happened. He was very attentive 
to the bank’s affairs, but he just did not happen to know what was 
going on. He should have had a lead because the two people who 
controlled the bank never went in there, just sent proxies in. 

Senator Funsricnt. Were those the only two banks in New Ken- 
sington ? 

Mr. Trerrr. There was a national branch there which took over 
the Manassas National. Neither one of these procedures would re- 
lieve the directors of any liability if there should exist a director’s 
liability. 

Senator Futsrient. Of course, their liability now is not double on 
the stock; it is single. As a matter of fact, all he loses is the value of 
his stock. 

Mr. Russetu. No, that is not correct. The liability of a director 
for negligence or malfeasance as a director in a bank exists whether 
there is a receivership, a loan, or a purchase. In the instance in Fred- 
ericksburg, the reason we were able to pay off the so-called innocent 
stockholders, those who were nondirectors, was because we wrung 
guilty directors, put them through the wringer for their directors’ 
liability, and they had to put back their stock, and in the process 
of that had to buy back $45,000 of stock that the RFC put up. 

The directors’ liability remains absolutely the same. I think, can- 
didly, Senator, if any director in a bank in the United States fails to 
perform his duty under the theory that, regardless of what he does, the 
FDIC pays off in full, historically he is just wrong; that is all, because 
we have proceeded against directors of banks in purchase transactions 
where we have found impropriety of action. 

I think it unquestionably makes them happier to know that none of 
the depositors are going to lose any money. I recall a situation in your 
State, Senator Schoeppel, at Parsons, when the then Governor of the 
State was director. I know from talking with him on the telephone 
that he was exceedingly happy that the depositors would be taken care 
of through the purchase kha than the receivership method, but I do 
not think he felt any responsibility. 

Senator Scuorpre,. Yes; I remember the Parsons deal. 

Mr. Russeit. Which was somewhat unusual in the sense that the 
defaulter had been asked to act as bank commissioner of the State. He 
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politely declined and said his interests were confined to building up 
the bank in Parsons when the fact of the matter was he could not leave 
the books long enough to be there. He was a very unusual fellow. 

Senator Scuorpret. It made it a little embarrassing for the then 
Governor, too. 

Mr. Russert. It was an extremely embarrassing situation. We 
run into this pattern in almost all of these embezzlements. It is only 
possible for a fellow who is extremely trusted in the community to 
get away with the extremely substantial sums. It is unusual for a 
man of moral intelligence to conceive one of these schemes and put 
it over on the public. As you look back on some of the factors, 
it should have been known in the community but it is not observed. 
You overlook those type of things, because you trust the man and 
believe in him. They all'seem to be church-going, nondrinking and 
nonsmoking men as a class. I do not know why. 

Senator Futsrieut. One other question: What is the usual practice 
on bonding of these men in active control? Does the FDIC have 
any requirements, must there be a minimum bond, to be active man- 
ager of one of these banks? 

Mr. Russetx. There is what they call the ABA Standard, that the 
corporation has been strongly advocating for banks. 

Senator Futsricut. What is that? 

Mr. Rvussety. A standard based on so much deposits should have 
so much bond, a blanket bond that covers the employees. That is 
one of the things we have been endeavoring to develop in banks, 
the consciousness of the desirability for higher bond coverage to form 
a greater cushion in the case of dishonesty, particularly in more recent 
years where deposits have been so greatly increasing that in many 
banks the bond coverage has not kept step with additional liabilities. 

That is one of the reasons when you turn to the question of inability 
of examiners to find shortages, there is a general misapprehension on 
the part of the public as to what the duty of an examiner is. It must 
be borne in mind there are close to 15,000 banks in the United States, 
and while you can take a transaction at Cecil Pa:, or Pryor Creek, 
Okla., or any place that you want, and ask why was not that dis- 
covered, when you increase the duty of the examiner, you increase 
the duty of the examiner not in that situation alone, but it is spread 
over 15,000 banks, and the burden that has been cast upon the examiner 
has greatly increased, because of this constant expansion of the bank- 
ing business. 

Senator Futsrieutr. What was the bond in the Cecil bank? 

Mr. Russeit. It was a hundred thousand dollars. 

Senator Futsricur. And that bears some relation to the deposits. 
You required that, in other words? 

Mr. Russert. We do not require, but we have advocated that the 
bank carry it. 

Senator Futsrient. Could you require it under the law? 

Mr. Russet. In a given situation where the bond was completely 
out of balance: in other words, if the directors were in a million 
dollar bank riding along with a $25,000 bond, under our law we 
could purchase additional bond coverage for that bank and charge 
it to them, individually charge it to their premium, or their assess- 
ment coming due. However, we have never been forced into the posi- 
tion of taking that drastic action in isolated single cases. We have 
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been largely able to encourage bankers to increase their bond, par- 
ticularly as these defalcations have increased in comparatively recent 
years. We have been getting hit harder in the last 48 months than 
in any similar period in the Corporation’s history, or any like perinc, 
so bankers are getting cognizant of the danger they are faced with, 
and are voluntarily increasing bond coverage. 

Senator Futsrienr. Why would it not S wise for you to have a 
requirement that they must carry a certain bond ? 

Mr. Russeiu. They take that into consideration in insuring banks, 
Senator. 

Senator Fu.sricur. I did not see anything wrong with that. Under 
your practice you say the liabilities are so much, you must have at 
least so much bond. 

Mr. Russeti. Our board has endeavored to do that. 

Senator Fu.sricHr. That reminds me of something I had heard: 
That there are some of the banks in arrears on their payments on 
assessments. Is that true? 

Mr. Russet. Not in arrears, exactly. There is a controversy as 
to the question of whether some banks have paid their full assessment ; 
in other words, in the computation of their deposit base upon which 
the assessment is computed have they included in that all of the de- 

yosit liabilities that they are required to include as a matter of law. 
Vou get into some rather complicated situations as to what is and 
what is not a deposit in a given set of circumstances. 

Senator Fuusricur. It is a difference in view between you and 
the bank as to what they owe? 

Mr. Russeiu. That is right; because of the difference as to what 
should or should not have been included in the base. 

Senator Futsricur. The difference is not between the amount they 
owe, but are there cases where they just do not pay ¢ 

Mr. Russsxu. I know of no case where they were told the assess- 
ment was so many dollars, and they just failed to pay it. That would 
subject them to extreme penalties. 

Mr. Trrrr. Where there is controversy between the banks and our- 
selves is the definition of what should be deducted and what should not 
be deducted. The National City Bank of New York and some of 
those big banks may have a cash collateral account, some broker that 
was selling $10 million of a certain class of United States bonds, and 
he did not have them to deliver that day would come into National 
City and say “Lend us $10 million on those bonds, here is $10 million 
in cash. I will bring those bonds in to you in the next few days.” 
We might say that $10 million yam to be included in the assessment 
base, and they will say it is cash collateral, we do not see why it should 
be. That is one illustration. 

Senator Funsricur. What is your remedy if somebody does not 
pay, what do you do? 

Mr. Russet... You mean if a bank would not pay ? 

Senator Futsricur. Yes. 

Mr. Russet. One thing, ultimately the bank’s insurance would be 
removed. In the interim period they could pay no dividends, but 
the situation would not arise, Senator. 

Mr. Terrr. Many of these banks now have bonds up. 

Mr. Russeix. In these situations where there is a controversy as 
to whether the assessment was probably computed by the bank, whether 
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they took reductions they were not entitled to, or did or did not in- 
clude the entire deposit base, those banks, some of those banks, put 
up bonds to secure us for that amount so they can continue to pay 
dividends during the determination of the matter. 

At the present time the problem has been temporarily solved by 
agreement that the statute of limitations will be waived for a period 
of 90 days in the hope we can resolve some of the controversy with 
these banks. 

Senator Futsricur. What do you do, ultimately—have an arbitra- 
tion, or do you resort to the courts ¢ 

Mr. Russexi. In a situation where we can’t agree, we would resort 
to judicial process. We have done that in one situation, about a year 
ago, when we had a case in St. Louis in which that question was 
involved. 

Senator Futsrigur. Only one case in recent years ¢ 

Mr. Russevi. Yes; only one case in recent years on that point. 

Senator Futsricutr. Senator Schoeppel, have you any questions ¢ 

Senator Scuorrren. I would like to ask this: The newspapers this 
week carried a dispatch to the effect that there was a defaclation 
of around $363,000 in one of the West Virginia banks. 

Mr. Trerrr. Martinsburg. 

Senator ScHorrret. What is the prospect in that case, how is that 
being handled ? 

Mr. Trerrr. Mr. Sailor says that the principal owners of the bank 
are men of considerable wealth, and they agreed to put up the differ- 
ence between the surety bond and the insurance. 

Senator Scuorrrer. I was just wondering how that was being 
handled. 

Mr. Trrrr. That is the situation. 

Senator Fuxsricur. I think that is a good suggestion, to put on the 
record here just what FDIC can do under the existing situation. 

Senator Scuorpret. We ought to get that in there. 

Senator Furisrientr. Will you elaborate a little about that? In 
this ease they are going—in other words, the principal owners are 
going to take care of the situation, and FDIC has no liability. 

Mr. ‘Trrrr. No, sir. 

Senator FutsricHr. Now, supposing they did not, what can you do? 

Mr. Russevi. If the bank could not cover it by themselves, could 
not raise the money ¢ 

Senator Futsrient. Let us assume it was a case—— 

Mr. Russevy. If the bank was insolvent, the State commission as a 
matter of law would have to close the bank. We do not have a quorum 
on our board. We have only one board member. 

Senator Futsricur. You could file the liquidation procedure. 

Mr. Russeii. That procedure operates as a matter of law, Senator. 

Senator Futsricur. They would follow that, regardless of having 
a quorum; they would follow the same procedure they did follow in 
the two-hundred-odd cases. 

Senator ScHorpret. That is the one I was wondering about. 

Senator Fursrienr. They would go right on. The only thing you 
need is to have the board's action in order to authorize a merger; is 
that correct ? 

Mr. Russe.i. That is correct; and to authorize all sorts of other 
acts, but in connection with the subject we are discussing, the merger 
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and receivership, you would need to have the board’s approval of a 
merger. 

Senator Scuorrre.t. We are clear, then, that you could go to re- 
ceivership in the present situation which you could not as to a merger. 

Mr. Terrr. You have to have a determination. 

Mr. Russett. You have to have a determination by the board, and 
we do not have a board. 

Senator Futsricur. That does not seem too serious a situation. I 
think it might be good for them to have a receivership or two. 

Mr. Russeit. Well, Senator, there is one point that I think ought 
to be put in the record. We had 19 banks in individually over 5 years. 
The determination in those individual cases I think brings in, or at 
least should have brought in other factors or consideration that would 
not exist in a year in which you had 50 or 60 banks in trouble. In 
other words, if we are agreed that we have come out of the woods of 
frequent bank difficulties that the continued confidence of the deposi- 
tors in banks weighs more and more heavily in each determination. I 
do not say that in any case, or that in every case, that should be a con- 
trolling factor by any means, but I think that it becomes more impor- 
tant in a situation mn you have a bank today and you do not have 
a bank again for 4 months, you do not want to start again back into 
the cycle of shaking confidence in banks, because whatever reasons are 
attributed to it, the fact remains that from 1934 to 1946, we still were 
extremely busy. It is from 1946 to 1951 that we have gotten down 
to 19 cases, 

The fire was still burning all during that period. You have over 
500 situations during that period of time, and the confidence of deposi- 
tors in banks has not been fully restored during that period of time. 

Now, I think it can honestly be said that depositors in banks have 
had their confidence fully restored, but it does not take a great deal 
to shake the confidence of the depositor in a bank. 

Senator Fu.srient. Are you trying to make the pont that this 
policy had something to do with restoring confidence ? 

Mr. Russe... I certainly think it contributed to added confidence 
of depositors in the canal banking situation. 

Senator Futsrient. Of course, 1 could not measure that, but I was 
under the impression that the economic conditions had restored con- 
fidence in banks, as they have in stocks, and everything else. 

Mr. Russexu. Oh, yes. 

Senator Futsrient. Now, if you had a reversal of that situation, 
and began to get a shrinkage ond deflation in your economy, my guess 
is that you might have a very different situation. 

Mr. Russet. Oh, yes, there is no question that you have a great 
number of factors, the economic factor probably being the primary 
one. 

Mr. Trerrr. There are very few people in the United States who 
would know anything about the Federal Deposit Insurance Corpo- 
ration if we had not had these pay-off activities, either by merger, by 
loan, or by receivership. Of course, in receivership you.come in con- 
tact with the public more that any other way. As I have often said, 
when different chiefs of the divisions get to bragging about their divi- 
sion, I say the Corporation did not gain its reputation by examining 
banks and collecting assessments. It gained it through its liquidation 
activities. 
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Senator Fu.srieut. Because you pay off when the time comes. 

Mr. Russell, are you prepared to advocate to the committee that the 
Jaw be changed, and that we adopt a policy of paying all deposits, re- 
gardless of amount ? 

Mr. Russeci. No, Senator, I would not be in favor of that. 

Senator Fursrieut. Well, I am just curious to know whether you 
do not think that is the effect of the policy you are now following, and 
if it is, why do not we recognize it, and consider it, and all the other 
ramifications, such as the amount of assessments that should be levied 
on banks? 

Mr. Russexu. I think if you take the 19 situations, you can say it 
has been the policy of the Corporation during that period of time, in 
conjunction with those 19 banks, to extend full protection to the de- 
positors, but if you would ask me to advocate that that be the con- 
tinuing policy, not only of the Corporation, but actually of Congress, 
I would say that that would not be sound, either from the standpoint 
of the Corporation, or the Congress, because if conditions change, and 
you get back into the situation where you are dealing with 10 or 12 

anks a month, you certainly could not advocate that practice. 

Senator Futsricur. I understand Mr. Harl’s testimony to advocate 
or state that is the policy. 

Mr. Russet. I have never understood the chairman’s policy to be 
that the law should be changed to provide for full payment. 

Senator Fuirsicur. Not that the law be changed, but that his 
peers policy is to effect mergers, and he justified it in various ways. 

e cited the impact on the community, and that it could be said very 
definitely it was much more expensive to go the receiver route than 
it is the merger route, on which there is some difference of opinion 
here, I see. 

Mr. Terrr. Over a period of 514 years we have only disbursed, to 
date, only $14,175,000, and that is one-half, about one-half of your 
annual income on just our securities, alone. 

Senator Scnorrren. Do you feel that the excellent financial con- 
dition of the assessment fund has probably contributed to the feeling 
that we could assume the full payment of all these deposits much more 
readily than if your fund had been, say, a third or a half of that 
amount ? 

Mr. Terrr. Well, of course the size of the Corporation’s fund, by 
the mere fact they have calls on the Treasury for $3 billion, has some- 
thing to do with it, but the greatest asset the Federal Deposit Insur- 
ance Corporation has is the confidence of the public in its ability to 
pay off deposits. The confidence in the Corporation as a whole, and 
the FDIC, through that confidence, is a great boon to the present 
economy of this country because it keeps dollars in the bank, keep& 
it in circulation instead of people taking it out and putting it in a sock 
or in cans. 

Senator Scuorrren. I read, as I am sure Senator Fulbright does, 
quite a few weekly newspapers. There are a number of banks, cer- 
tainly no less than one, in every issue, with an advertisement about 
the bank, and they put big black letters in there, deposits are insured. 
Whoever has got money in that bank may not be noticing that, but 
he does notice when he sees an AP report about a defalcation over here, 
and then he relates himself very quickly to his instant situation, I 
have $5,000 in the First State Bank in Kansas, I guess it is all right. 
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The Federal Deposit Insurance Corporation will take care of every- 
thing, so I guess that is a pretty good thing. That has contributed 
to more general good will all over the country, which I say is good, it 
is building up the confidence we lacked in those years. As Senator Ful- 
bright has brought out here, there was a very great difference in the 
economic picture back there. We are in an easier financial situation 
now, and everything else. It does seem it is beginning to kind of 
lead to a little greater percentage of carelessness in some of these in- 
stitutions ihidh ie beginning to show up now. I do not know what 
the score is, but they are all contributing factors. 

i share exactly your view that it has raised the confidence of the 
public, which makes them bring the money out of the old sock. 

Senator Fursricut. What concerns me here, and why I wanted 
to examine this, | am frank to say i do not know too much about it, 
is that I am very anxious that nothing happen to this thing. I 
think the FDIC is a wonderful institution, but I am a little fearful 
of the policy they have adopted, that they may be getting off on the 
wrong track building up to something that will not be good for them 
over the long nelteak 

There was a remark made in this other hearing which left the im- 
pression it was all right to carry out these mergers all the time, but 
if we ever get in a real tight situation, then we would cut our losses 
by receivership. That would be the very time we would want to call 
onthem. We would want to husband our resources. In the little cases 
where you have receiverships one after the other, that is not going 
to cause any disaster, in a wide-spread situation. If we hold it down, 
and get a real disaster, then we throw everything we have got in 
there to keep it from spreading all out through the country. It made 
me start the line of thought that we do not want to be too easy with 
all these little fellows coming along. We want to kind of hold them 
to the mark, and not just make them think you are a Santa Claus, that 
no matter what the deposits are, you are going to pay them all off and 
nobody will suffer. 

My feeling about that language in the law is that it was not in- 
tended that you adopt a merger policy for all the time, but you were 
given this power to use in a real emergency. That was really my in- 
terpretation, which is just the opposite of what I understood Mr. 
Harl’s statement was. What I am trying to do is clarify the situation 
to see what you really think ought to be the proper policy. 

Mr. Terrr. The thing that worries me, Senator, following your 
point there, is that if we continue this policy long enough, and keep 
telling the public that we have not had a receivership in so long, they 
are going to think they are a hundred percent insured, and it does 
sot make any difference. ‘Then some time when we have to have a 
receivership, then somebody is going to say you paid off Cecil, every- 
body over there, why do you not pay this bank off? This is not near 
as bad as Cecil. 

I can conceive of a bank having to go into receivership, under sec- 
tion 8 of the law, running the gantlet. If as a national bank, the 
Comptroller of the Currency would have to close it at the termination 
of the insurance, and you certainly could not go in and make a pur- 
chase to keep it going then. There would have to be a receivership. 

Senator Futsrient. At page 31 of the hearings, Senator Douglas 
made this comment, and I know it was in his mind. He said, “Isn’t 
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this furnishing a precedent? It may well be the correct policy, but 
isn’t it creating a policy which in effect will be a moral obligation on 
the Government in effect to protect all deposits, and not merely the 
insured, because if you do this in a period that is not subject to strain, 
they will say, How can you discontinue this policy now’ Wouldn’t 
you therefore in effect be committed morally to guarantee security of 
all deposits, and not merely those under a given figure ?” 

It is not an original thought with me. As Senator Douglas used to 
say, it is too great an extension of the welfare state. 

Senator ScHOEPPEL. Senator Fulbright, that is what you and I 
might hear from some of the consituents back home. If a receiver- 
ship was invoked, and it did not pay out, then they would write us 
a say, “Senator, I was told that over in Pennsylvania and West 
Virginia they did this. Now, why shouldn’t that apply to Kansas?” 
and I would have to answer him. 

Senator Futsrient. That is right; and that is why it is important 
that we have an understanding about it, I think. 

There is a note in the record on the 1950 amendment, the one in- 
creasing it to $10,000. It was pointed out that insurance for accounts 
of more than $10,000 was definitely not desired by Congress. That 
was in the report on that bill. That isthe very point. It seems to me, 
in effect, as a practical matter, by pursuing this policy, even as long as 
we have now; there will be growing definitely the idea that it is go- 
ing to take care of all of them by an adaption of the policy of merger 
in every case. 

I think that is something the full committee should express itself 
upon, in view of the policy of the FDIC. 

I definitely got the impression from the hearing the other day that 
that is the policy, and that they would expect to continue to follow 
it. As he says, except in a major disaster, whici: is the very situa- 
tion we do not want to have, and where we would be forced to do 
something sort of similar to this, I would not want you to do it until 
you had to. 

Senator ScHorrret. | well remember sitting down in Kansas, with 
one of the big Detroit banks, how that fire went. Talk about an 
atomic bomb. 

Senator Futsricur. That is right. 

Senator ScHorrrer. It sometimes only takes 

Senator Futsrienr. That is where I think you might exercise the 
discretion in this bill, and I think that is what we had in mind when 
we authorized, in addition to their reserve, a $3 billion call on the 
Treasury. It was not to take care of this everyday thing. 

Here is the expression I had reference to of Mr. Harl, on page 19. 
He said, “The limitation is a protective clause in this way. That is 
the maximum bylaw of our responsibility to each depositor.” In 
other words, if we got into a tremendous panic, we could limit our 
liability to the $10,000 for each depositor. 

I say that that discretion in the law is intended to take care of the 
tremendous panic in which you say we will go out and assume these 
under this authority of the $3 billion. In addition, we will go make 
mergers in order to try to save the situation, sort of the same reason 
we created RFC before, to save the banks. But in your everyday 
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operation, these little banks such as you have been talking about, I 
think it is just the opposite, we should let them go through receiver- 
ship in most cases except where you definitely after consideration 
feel it is to your advantage. I would look at it, as the proper inter- 
pretation, that in the exceptional case you would effect a merger, but in 
the ordinary case you would effect a receivership. That is the way I 
would interpret the intent. 

Mr. Terrr. I do not look for any major catastrophe in banking in 
the foreseeable future, because we have such a different situation now 
compared with what we had back in the Detroit days that you speak 
of, Senator Schoeppel, from 1920 on through the depression, you lost 
15 or 16 thousand banks. They were sitting on every little corner in 
the United States. Now you have 15,000 less banks; you have a higher 
concentration of deposits. You have better management, and you 
have got better supervision, and the banks are in better condition. 

Now, speaking of the high concentration of deposits, when you 
figure on the basis of June 30, 1950, figures, the total deposits in com- 
mercial banks of the United States, 156 billion dollars, the first thou- 
sand banks in the United States have 114 billion of that 156 billion 
in deposits. 

Now, those banks range from (1) the Bank of America, down to 
the 17-milhion-dollar bank. You have over 10,000 banks in the United 
States that have 5 million and under of deposits, and you can eliminate 
probably 90 percent of those, we would say, from harm, because of 
their good management condition, the directors paying attention. 
As has been proven all the way along, most of our trouble would be 
within that group, the one-man bank, with the board of directors not 
taking enough interest. But, I think this: When we have a problem 
situation come up, in this day and time, if you have a problem bank, 
something should be done with it before they all come in your lap 
at once. 

Senator Scuorrren. That is true. 

Mr. Terrr. A problem bank today with a slight drop in the 
economy would be a serious problem bank, and a serious problem 
bank might be broke with a small drop in the economy. 

Senator Scuorrre.. You mentioned a while ago, and I know there 
was a very decided decrease in all of the banking institutions of the 
country as a whole. Now, let’s go to our national banks. You made 
the reference a while ago, in response to a question that I asked 
about the examinations, that you do not have enough examiners, or 
have not allocated enough time to examine them properly. 

What is the situation with reference to your examining numbers 
in relation to your reduced number of banks all over the country ? 
Has that kept pace? ; 

Mr. Trerrr. Yes. We are only geared for one examination a year, 
but we have certain banks that are on our problem list, serious prob- 
lem list, that require more than one examination a year; and, in order 
to make a 100-percent examination, we have to skip through some 
of them—this is only my thought—there is no need in examining some 
of the larger banks that we know are just as sound as can be, twice 
a year. Once a year, or once every 2 years, or every 18 months would 
be sufficient. So far as we are concerned, we are not the supervisory 
authority. Our examiners examine our risk the same as a man 
would come around and inspect your boiler. We should not have 
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to go into every bank just to make a 100-percent examination. A 
bank we know is good, a big bank, why spend the time. Spend that 
time on the fellow here that needs the attention. 

Senator Scuorerret. Your problem bank? 

Mr. Terrr. That is right. 

Senator Scuorrren. Because you are only relating your examina- 
tions generally to your gu: iranteed bonded risk 

Mr. Terrr. That is right. 

Senator Futsrienr. Is it a practical thing, to inform the com. 
mittee, to give us comparative figures on those cases of mergers as 
compared to liquidations, and the effect on the FDIC, whether 
greater loss or less loss! Is that a practical thing, and can you do 
that without too much trouble / 

Mr. Terrr. I think I can get up some general figures on it, Senator. 
[ can point out the particular group of banks where we made loans, 
that had the RFC kicker in ahead of us, and show what the per- 
centage of loss would be in that as compared to some of the similar 
sized receiverships, or, if we placed them in receivership, or made a 
loan without that kick. 

Senator Futrrientr. I was a little discouraged about the prac- 
ticability of the idea after your explanation of the great difference 
in the situations in each bank, the difference in character of the 
assets, and so on, and thought perhaps there ee not enough simi- 
larity for the figures to be of any value to us. I do not want to ask 
you to doa futile thing. I will leave it up to your judgment whether 
or not any lessons can be drawn from your experience as to whether 
or not there is an advantage to the FDIC from following this so- 
called policy as to mergers. I can see that maybe that would re- 
quire an untold amount of research, which you are not prepared 
to do, [am sure. On the other hand, you being quite familiar with 
it, I thought you might give us a guide. If you cannot, I will be 
satisfied to take your “word for it; but, if you think you could draw 
any conclusions from a study of the two procedures, we would be 
glad to have it. I want to leave it that way. You can think it over; 
and, if you think there is anything to be drawn from that experience, 
we would like to have it. ° 

Mr. Terrr. Senator, you take, for instance, in Syracuse and Utica, 
it is not generally public ly known but in order to work out the situa- 
tion with the FDIC we gave the RFC a guaranty of a million and a 
half dollars on the trust department of the Syracuse Bank, and a mil- 
lion dollars on the one at Utica. 

At the same time, we, in our purchase, purchased whatever earned 
fees were due as of the date we took over in the two institutions, and 
they proceeded to file reports to the courts, and so ferth, and make 
settlement. 

Now, all of the detailed work was handled by those trust depart- 
ments. If those banks had been placed in receivership, it would 
probably have cost us a whole lot more, because we would have had 
all the detail work to do in connection with those trust departments, 
and we would probably have come out with a whole lot more cost in 
the settlement of the East States. 

In the eastern case, a national bank, they had a trust department 
as large as the bank, or a little larger. Now, we liquidated the trust 
department, and it took about 2 years to audit the trust department, 
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and the balance of the duration of the liquidation to file reports to 
the court and get substituted trustees and clean it up. All of that 
was an expense being charged to the receivership where it did not 
show any collection. There is an expense going on; but, so far as the 
receivership was concerned, we were just getting rid of something. 

Senator Futsricut. It would seem to me that there are cases where 
the merger is justified, and a lot of cases where it is not. That is 
ubout the way it ends up. ~ 

Mr. Terr. It is an individual transaction. 

Senator Furericur. It still strikes me that we should make a study 
of it, and exercise discretion. I cannot quite accept the idea that it is 
a good policy to have a merger in every case without having a careful 
survey of the situation. 

Do you have anything more, Senator ? 

Senator Scnorpren. No. 

Senator Futsrienr. Do you have anything you would like to add 
that would be of value to the committee ¢ 

Mr. Terrr. I do not know of anything, Senator. There are a lot 
of things I could add, but I do not think it would be proper to present 
them to the committee. 

Senator Futsrientr. We are looking for information. If you have 
any suggestions, this is an educational meeting. We want to know 
anything that will help us. 

Mr. Trrrr. I do not think I could add anything that you do not 
already know. 

Senator Futsrient. Oh, nearly anything you say would be some- 
thing we do not know, speaking at least for myself. We would be 
glad to have anything you want to say on or off the record, while you 
are here. We are trying to become informed about it, that is all. 

Mr. Terrr. Well, there is only one thing I am a little troubled with, 
is our personnel situation. 

Senator Futarient. Would you prefer to have this off the record? 

Mr. Trrrr. It probably should be off the record. 

(Discussion off the record. ) 

Senator Fursrientr. Thank you very much for coming up. 

The committee will be in recess, subject to call by the chairman. 

(Whereupon, at 5:20 p. m., the hearing was recessed, subject to the 
call of the chairman.) 
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MONDAY, OCTOBER 1, 1951 


Unrrep Sratres Senate, 

SUBCOMMITTEE ON Securities, INSURANCE, AND BANKING 

OF THE SENATE COMMITTEE ON BANKING AND CURRENCY, 
Washington, IPC. 

The subcommittee met, pursuant to notic e, at 4:30 p. m., in room 
F-39, the Capitol, Senator J. Allen Frear, Jr. (chairman of the sub- 
committee), presiding. 

Present : Senators ivrear, Maybank, and Schoeppel. 

Also present : Senator Fulbright. 

Senator Frear. The subcommittee will come to order. 

Mr. Sparling, and Mr. McKinley, will you take seats up here, 
please / 

Mr. Sparling, | understand that you have been ill for 2 or 3 days. I 
am sure it was not the conference that made you ill, but we are sorry 
to have caused any physical inconvenience to you to get here. We do 
appreciate your coming and Mr. McKinley as well. 

In your telegram dated the 29th, you said “a complete and satisfae- 
tory agreement has been reached with Mr. Harl and Mr. Cook.” 

T think you might start off by telling us what that satisfactory 
agreement is. 


STATEMENTS OF MAURICE C. SPARLING, SUPERINTENDENT OF 


BANKS, STATE OF CALIFORNIA; AND ED I. McKINLEY, BANK 
COMMISSIONER, STATE OF ARKANSAS 


Mr. Sparing. You wish me to? 

Senator Frear. I understood you said you had no prepared state- 
ment. 

Mr. Sparing. That is correct, sir; I have not. 

The difficulty that we had been laooring under was one regarding 
two new announced policies of the Federal Deposit Insurance Corpo- 
ration—one dealing with capital requirements. 

Senator MayBanx. What is the law on that? 

Mr. Sparuinc. In my opinion, sir, there is no Federal law upon it. 

Senator Mayrnank. The FDIC has no business issuing policies 
where there is no law, 

Mr. Sparuing. Well, sir, that is a matter that is beyond my scope. 
In any event, I might say this: In going back for somewhat over a 
year, in my opinion at least, and I believe I have the document ary 
evidence here to support it, our association, the National Association 
of Supervisors of State Banks, had an agreement with each of the 
three Federal agencies, the Federal Reserve Board, the Comptroller's 
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Office, and the Federal Deposit Insurance Corporation, that none of 
them would adopt any new policies—— 

Senator Maysanx. That is the trouble with a lot of these bureaus 
and bureaucrats around Washington. You appoint them to some- 
thing, and they take over the duty of Congress of making policy. 
They have no authority to make policy, if it is not written in the law. 
If they want it written in the law, the Banking and Currency Com- 
mittee will either recommend it or not recommend it. I say that only 
because there was a report on the news tickers just a few moments ago, 
by the AP, that if any bank had failed in the United States, the 
FDIC could not have helped any of the depositors, when, as a matter 
of fact the law goes on, whether Mr. Har] is there or is not there; the 
depositors are protected. 

Mr. Sraruine. As we understood it, we had this agreement with 
the agencies that no new policies would 

Senator Maypank. They have no right to make policy, in my 
judgment. I want the record clear. I am sick and tired of this sort 
of thing. 

Mr. Rsioie: That none of them would be put in effect, nor would 
any proposed new legislation be submitted until—— 

Senator Maynanx. That is one thing this committee will not do. 
We may consider recommendations but this commiteee writes its 
own legislation. I can assure you of that. 

Mr. Spartine. We had hoped it would not be done until at least 
they had conferred with some of our association members, if it af- 
fected State bank supervision or State bank supervisors. 

We had that agreement. Two new policies were announced by the 
FDIC, one involving these capital ratios, and the other a matter of 
calling, or requiring their examiners to call, directors’ meetings, bank 
directors’ meetings following every bank examination. 

We took the matter up with the officers of the FDIC, and requested 
that they cancel those two policies pending the time, at least, that they 
discussed them with representatives of our association. I say “our 
association.” At the time that this was all taking place, I was chair- 
man of the executive committee of the National Association of Super- 
visors of State Banks. Today I am not. 

We have just had an election, and it is our practice that the outgoing 
president is made chairman of the executive committee. That election 
took place Saturday, and our very good friend, Mr. Lyon, of New 
York, is now chairman of the executive committee. But all this took 
place while I was either president of the association, which was the 
year previous, or this year, this past year, up until last Saturday, when 
I was chairman of the executive committee. 

We have been endeavoring to work out an understanding with the 
Federal Deposit Insurance Corporation, since we met here in Wash- 
ington last April in regard to these two policies. We were unsuccess- 
ful in doing so. Then the matter came up in Arkansas, with regard 
to that particular bank. .That is what I believe brought the entire 
matter to an issue, to public notice, at least. Answering the question 
more directly, Senator, and I never appreciate these folks who do not 
answer a question directly, I had to £ into the background to make it 
clear, sir, Mr. Harl and Mr. Cook finally came to our meeting in St. 


Louis, and we met with them on Saturday morning. 
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Senator Frear. When you say “we met with them,” who do you 
mean ¢ 

Mr. Spartina. First of all, Mr. Lyon, who was then president of 
our association, myself, chairman of the executive committee. Mr. 
Lyon and I met with Mr. Harl and Mr. Cook. 

Senator Frear. I assume you were acting on behalf of the asso- 
ciation. 

‘Mr. Sparing. Yes, sir. We were. 

Senator Scuorrren. What year, this year / 

Mr. Spariine. Last Saturday, sir, just the day before yesterday. 

We explained the matter. I read to Mr. Har] correspondence that 
I had sent him in May 1950, and his replies agreeing to comply with 
these two matters, of not introducing any new legislation or any new 
policies, and he said, “Gentlemen, I have made a mistake, we are 
wrong, we should have done that. We will do it henceforth, we will 
do it immediately, and we will no longer insist upon these policies. 
We will declare a moratorium for 30 days on this matter of capital 
ratios, that our new policy prescribed. We will declare a moratorium, 
that will not affect our directives on that during this 30-day period. 
Within that 30 days, or as much longer thereafter as it may take to 
get a committee of our association, representatives from the Comp- 
troller’s office, and representatives from the Federal Reserve Board, 
and the Federal Deposit Insurance Corporation, to meet with us, we 
will sit down and work out a uniform agreed policy.” He said if we 
are unable to do that, then we will not attempt to further enforce our 
ratio requirements at all. 

Senator Maysanx. What is the law on the ratio requirements? 

Mr. Sparirne. In my opinion, sir, there is no national law upon it 
at all. In my opinion, sir, it is a matter of each State fixing its own 
capital ratio requirements for State banks. 

Senator Maysank. What is your law in Arkansas? 

Mr. Spartine. I am from California. Normally I might be in- 
sulted 

Senator Marsnank. I just wondered how much variance there was. 

Mr. Sparuine. In our State we used to have a 10 to 1 ratio. We 
found that that was wholly unsatisfactory to have written into the 
law at all, so that has been changsd. It now leaves it entirely up to 
the superintendent. The superintendent may fix the ratio, with cer- 
tain limitations on capital requirement, he can follow at any time such 
requirements as the Federal Reserve Board may fix. It goes up as 
high but not higher, and as low but not lower than our present re- 
quirements. We have no 1 to 10, or other basic ratio in our State 
now. 

Senator Maynank. As I understand it, you follow the Federal 
Reserve Board ¢ 

Mr. Spartrng. We do not follow the Federal Reserve Board. In 
California we do not think any definite ratio is desirable, and we 
are opposed to over-all ratios in any event. We do not believe that 
that is the protest. We do not believe that is the protest at all. There 
are many factors that go in to make up a proper ratio. I have a state- 
ment here just made to our association meeting in St. Louis, which 
was made by the incoming president of the American Bankers Asso- 
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ciation, Mr. C. Francis Cocke, which in my opinion correctly ex- 
presses the position on ratios. I will be glad to read it. It is short. 

Senator Frear. I think you may make w vhatever brief statement you 
would like to on it. 

Mr. Sraruinc. In my opinion, sir, there are so many factors that 
go into it. We do not believe in an over-all policy, and we have no 
definite requirement in California, if that in brief will answer your 
question. 

Going on with the agreement that was reached with Messrs. Har! 
and Cook, they were fr rank to say they had made a mistake, and we 
would work out this ratio business, so we could get a uniform policy. 
If we could not get a uniform policy, as I understand it—and I believe 
Mr. Har! is here and I would like to be corrected if I am in error—if 
we do not get a uniform policy, it would not be enforced by the FDIC. 

As far as directors’ meetings are concerned, that also would go out 
for the 80-day moratorium per riod, and if we could not reach a uniform 
policy, that directive on their part also would be eliminated. 

Senator Frear. For our information, you might just enlighten us 
a little bit on that policy of having the directors’ meeting following 
the examination. 

Mr. Sparuine. Well, we have never had that before. Personally, I 
felt, and I think that the 50 other supervisors generally speaking feel, 
that it is onerous for a board of directors’ meeting to be called im- 
mediately following examination, unless there is something rather 
serious to be taken up with them. The public are aroused to have a 
directors’ meeting immediately following an examination. To have 
them called in from 300 or 400 miles, busy men—and these directors in 
many instances are very fine, high-class busy men who have other oc- 
cupations. They are called in long distances to be told their bank is 
in good condition, “Good-by, gentlemen. We have examined it, it is 
in good condition.’ 

They resent it, and I have letters in my file stating they resent it. 
One banker states it would cost his bank between $250 and $500 every 
time such a meeting is called, and it is absolutely useless. The position 
of the supervisors, the executive committee at least, and I believe it is 
supported by every member, unanimously opposes that policy 

Senator Frear. What would happen if the examination disclosed 
certain facts that might jeopardize the position of the bank, and that 
needed emergency attention ‘ 

Mr. Spartinc. We would urge that the State supervisor, assuming 
this is a State bank you are referring to, sir, not a national bank, a 
State-chartered bank, we would assume the State supervisor would be 
immediately informed, and that the supervisor and the Federal exam- 
iner, whoever he might be, would immediately call such a special meet - 
ing. There would be no question about it, if there was anything to 
discuss, anything vital to discuss, it would be done immediately. 

In California, I am glad to say our relationships with all the three 
agencies have been just superb. I could not ask for finer cooperation 
in any respect than we have with the three. We have worked together 
in close harmony. I do not think there is a thing that goes on of any 
importance that might interest the other but what we send copies of 
correspondence to the other. If there is an question about it, with 
the Federal Reserve, or the FDIC, Mr. William Funsten, its repre- 


sentative there, we are together immediately, and we take joint action 
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on everything. It is not a question of either one of us calling an 
examination, ever. I do not believe it has ever been conceived of 
without inviting the other’s attention to it and discussing it first. I 
think that relationship i is shared largely throughout the entire system, 
but if there was something wrong in our State, they would be the first 
to be informed, jointly. We have done it before. 

Senator Maynank. Do you not think there should be some law on 
that ? 

Mr. Sparurne. I do not believe it is necessary. 

Senator Maypank. The FDIC was not established for the benefit 
of the banks, but for the benefit of the depositors. The depositors are 
the ones who pay the funds in the end. I am not being unkind to 
anyone, I am just thinking out loud. The depositor, the man who 
lost his money in the twenties and thirties was the cause of the forma- 
tion of the FDIC. It has done a good job. It looks to me as though 
there should be some changes in the law. I have no question of your 
integrity or ability. You ‘have no law, except that everybody works 
together. 

Mr. Sraruinc. In my opinion, sir, the law is already there upon 
the supervisor of State om The law does fix upon him the respon- 
sibility of seeing that these banks are well managed, well maintained, 
and if there is any error, it is his responsibility to call the meeting, 
and he is the one that does it, and will continue to do so. Under Cali- 
fornia law he would call it, and I think that is the law of every State 
in the Union, including Hawaii and Puerto Rico. 

Senator Frear. In your opinion, the report of the examination 
made by the FDIC is adequate and in such language that should 
they not meet with the board of directors of the banks, that the ordi- 
nary member of a board could understand it? 

Mr. Sparuine. In my opinion, yes, sir. Ibelieve so. I do not think 
there is any question about it. 

Senator Futsricutr. Was it the policy of the FDIC that they must 
have a meeting of the board after each examination‘ 

Mr. Srartine. That has been the announced policy, I believe of 
last January, sir. 

Senator Frear. Of 1951? 

Mr. Sparuine. Of 1951. I think that was the time it went into 
effect, about that time. As soon as we heard of it, our executive 
committee met in Washington in April. I have a transcript of our 
meeting here. We invited Mr. Harl in; told him we unanimously 
opposed it. He said he would call a meeting of his board that after- 
noon and report back to us the same day. Last Saturday was the 
first day that I have been able to talk with him about it since that 
time, or have heard from him. 

Senator Frear. Do you mean you had no reply to the request you 
made in April? 

Mr. Spartine. That is correct, sir. I wrote him twice, referring 
to the matter, but we unfortunately didn’t get together until last 
Saturday morning. 

Senator Frear. Was the capital requirement policy promulgated at 
the same time? 

Mr. Sparing. I believe so, sir. 

Senator Frear. Did you state objections to that in April, also? 
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Mr. Spartine. Oh, yes. I have a transcript here, I have every- 
thing here including letters to Mr. Harl, and the whole thing, I be- 
lieve, fully documented, sir. 

Senator Scuorrrer. At best, you probably have one examination 
in each of the member banks a year, is that not right ? 

Mr. Sparuing. Well, member banks, sir, refers normally to a mem- 
ber of the Federal Reserve. Our State banks may or may not be 
members of the Federal Reserve, they do-not have to be. Whether 
they are members of the Federal. Reserve or not, we examine them at 
least once a year, and the FDIC examines all nonmember State banks 
at least once a year. Normally, in our State at least, and I assume 
every place else, we space our examination so they get the examina- 
tion approximately every 6 months. 

Senator Frear. That is in all nonmember insured banks? 

Mr. Spartina. Yes, sir. 

Senator Frear. Maybe you have no uninsured banks ? 

Mr. Spartina. When I came into office we had six uninsured. We 
thought they should be insured, and now all are insured with the 
exception of two, and those are foreign-owned. They are Canadian 
Bank of Commerce and The Bank of Montreal, both owned by Ca- 
nadian interests. I have been working upon them, with their boards 
of directors in Canada, and we are still working upon them hoping 
they = be insured. I would like to have every bank in our State 
insured. 

Senator Scnorrret. Going back, you say it is once a year. What 
kind of a terrible hardship would that work on the board of directors 
of the average bank, meeting once a year, after an examination of 
the bank? Are you objecting to it as a matter of policy, or harass- 
ment, or unnecessary calling in, when it would be only once every 
12 months ? 

Mr. Spariine. Well, it would be once every 12 months, if only 
the FDIC called them in, that is true. But they have their regular 
board meetings, in any event, that they attend, whether they are 
once a month, or once every 2 months, or what-not, and then this spe- 
cial meeting in addition merely to be told the banks are in good con- 
dition and immediately following examination, we unanimously, in 
our association, the State supervisors, we believe it is ill-advised, we 
do not believe it is practical at all. 

Senator Scnorrret. I was trying to decide in my own mind about 
how much difficulty would be involved. I recognize the psychological 
reaction that might take place, everybody finding out the bank had 
been examined and the board of directors had been called in. Every- 
body would be in a flurry, but not so much now that they are insured 
up to $10,000. 

But what I really wanted to point out was that I know a lot of banks 
that kind of like—the board of directors like to meet these fellows once 
a year. 

Mr. Spartrnc. They do so, sir. There is no question if they want to 
they can go in during the time of examination. The president can 
advise them the bank is being examined, and any of them can come in 
if they like. But to be called into a special meeting, to be here tomor- 
row, as they sometimes are, to be here at 3 p. m. tomorrow, and travel 
a distance, and so forth, for various'reasons we have opposed it. We 
do not believe it is desirable. 
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Senator Scnorrren. I understand that you have made objection to 
it, and you notified the FDIC officials that you were objecting to it. [ 
now understand that you had what you thought was a bona fide agreee- 
ment with them; whether they were in a position to make it or not I do 
not know. Nevertheless you say it has been made, that sp y were not 
to do that, and that they have now rescinded the order, or agreed to 
rescind it, after a 30-day moratorium ? 

Mr. Sparuinc. They have rescinded it for 30 days. 

Senator Scuorrret. Is that where we are at the present moment on 
it? 

Mr. Spartina. As far as I know, Senator, yes. 

Senator Maysank. What about the capital ratio you spoke of ? 

Mr. Sparurnc. That is on the same terms, that that will be post- 
poned, their requirement that all banks, new banks, must agree in 
writing to maintain the national capital ratio. If they want a new 
branch, they have to agree to maintain the national capital ratio. That 
has been deferred for the 30-day period. I can address myself to that, 
the reasons why we are opposed to that. It is not that we not believe 
in adequate capital. I would like to make that clear. 

Senator Maysank. I am not interested in the policy the FDIC 
makes. I am interested in the depositor who has hiew money in the 
bank. 

Mr. Sparuinc. We are just as interested. 

Senator Maysank. We might have a law, rather than some policy. 

Mr. Spartina. I am sure every State bank supervisor—— 

Senator Maysank. We would want to strengthen anything for the 
interest of the depositors, without harassing the bank—we would want 
to do that. 

Mr. Spartine. We are just as concerned, in my opinion probably 
more so, because we are the supervising authority. We are the ones 
that really bear the brunt if things are not right. We, I believe, are 
just as much interested, and probably more so, than anyone in the 
FDIC, at least, in adequate capital ratios, and I can go into the 
reasons for that, if it is desired. I assure you, sir, we defer to no 
one in the matter of requiring adequate capital ratios. 

Senator Scnorrre,. Would you go so far as to say there ought to be 
a minimum established ? 

Mr. Sparutne. I believe, sir, as far as capital ratios are concerned, 
it is very, very difficult to fix a definite figure. We found 1 in 10 
did not work in California. If I can just give you a brief illustra- 
tion: In California during the last war we had a tremendous influx 
of money in war contracts and what-not. The deposits in our banks 
went up tremendously. Under the capital ratio, then, of 1 to 10, 
they could not operate, we could not insist upon it, so the legislature 
changed the law immediately. Here again we are in another defense 
situation, where we are again pouring out tremendous amounts of 
money into certain areas of the country. To fix one ratio, and say 
that will be the national average that will have to be maintained. 
appreciating that the national average is the mean between the high 
and the low, and say they have to maintain that, I think is wrong. 

As Mr. Cocke seliho his address, these are matters for determina- 
tion in the case of each individual bank. Certainly no average is 
an adequate guide. An average includes extremes, like the man with 
his feet in the fire and his head on a block of ice, a statistician might 
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say on the average he was comfortable. I think that answers the 
situation as far as the average is concerned. It is not adequate. It 
is a guide, but it is not an all-out, in our opinion, determinative factor. 

Senator Maysanx. What about the fellow who has a deposit of 
$12,000? 

Mr. Srartinc. The State is responsible for maintaining that man’s 
deposit and the integrity of it. 

Senator Maynank. I am not speaking about California, but there 
were a lot of States that chartered banks that in 1929 and 1930 went 
broke. We do not want to see a repetition of that. On the other 
hand, we do not want to see the people in the bureaus around here 
writing policy. I would rather write a law, if I have anything to do 
with it. 

Mr. Sparuinc. | believe, with Mr. Cocke, the immediate future 
president of the American Bankers Association, sir, that it would 
not be advisable to try to make that a law affecting every State the 
same, because the changes throughout the country are so different. 
I think, sir, that each State—— 

Senator Mayspank. What I am trying to do is to protect the fellow 
with the $10,000 deposit in these State banks, of which so many failed 
in the thirties. 

Mr. Sparing. We have learned our lesson, sir. Every State I know 
of has profited by it. 

Senator Maypank. The people did not profit, though. 

Mr. Spariine. I think possibly they did profit by the experience. 
They did not profit by the loss, by any means. 

Senator Maynank. I did not mean to be facetious. I meant in the 
end the depositors suffer, not the State supervisor or the FDIC. He 
is the fellow who loses his money. Of course, he is insured now up 
to $10,000. 

Mr. Spartine. We hope the insurance will be merely a mental relief, 
and not a financial one, ever. We are for adequate capital. We do 
not want to call on FDIC for any money. 

Senator Mayrnank. The committee raised the insurance last year 
from $5,000 to $10,000. 

Mr. Sparuine. Yes; and that gives certainly a great feeling of con- 
fidence in the public. We want the public to have absolute confidence 
in the Federal Deposit Insurance Corporation. We detest these pub- 
lic fights. If we had an opportunity to sit down for 15 minutes, as 
we did Saturday morning, to iron the matter out, I think we can do so 
again in the future. We have been assured that we can. 

Senator Mayspank. With reference to what. has been said by the 
press about this, and what the Senator from Kansas heard me read 
on the floor a while ago—— 

Senator Frear. What did you read ? 

Senator Marsan. An Associated Press dispatch to the effect. that 
there was not a thin dime available to the depositors of any of these 
banks. 

I want it understood that this committee would not be a party to 
that, nor would you, nor would the —. . am talking about mis- 
information that gets people in trouble. you had sat down and 
got this worked out, you would not be here. “i you had done that, we 


probably would not have had a hearing on the confirmation. 
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Senator Frear. Further, there appeared in the Washington Post, 
by the Associated Press, an article on the 26th of September, or the 
27th, which said, “FDIC helpless to act if banks fail. If your bank 
failed tomorrow, the FDIC could not come to the rescue,immediately 
with as much as a penny.” 

Do you agree with that statement ? 

Mr. Sparuine. Sir, I am not prepared to answer that; with only one 
Director, I do not know. I do not know enough about it. I am in- 
clined to think probably that, without two directors, at least, that is 
correct, though I would certainly disagree with the publicity on it. 
It gives the wrong impression, in my opinion. 

Senator Futsricut. We had testimony the other day that under the 
law the payment of insurance can be made without any action by the 
Directors. 

Mr. Spartinc. That may be so. As I stated first, I do not know, 
sir. 

Senator Fursrientr. The only decision of any significance they 
would have to make in that case is the acceptance of the assets and 
authorization of a merger? 

Mr. Sparuinea. I do not know, sir. 

Senator Maynank. The FDIC themselves said that, I believe. 

Senator Frear. Senator Fulbright; do you have any questions / 

Senator Futsricut. No. 

Senator Frear. Senator Schoeppel ? 

Senator Scuorrrer. I do not believe I have any questions. 

Senator Frear. There has been correspondence come in to the com- 
mittee, and also to me, from insured banks, somewhat concerned over 
these statements made by the Associated Press. I do not know just 
how far this committee would want to go into the background of 
these statements, but certainly I think something should be put in the 
press that is accurate and true, and not misleading, as I think this 
article that I have in front of me is. 

Senator Scnorrren.. Mr. Chairman, might I just say one thing with 
reference to what went in the record? Right or wrong, I think the 
record will bear me out. 

I raised the question a couple of weeks ago as to expediting this 
matter. I did not at that time know all the ramifications; but, when 
the press report indicated that all the members of the Banking and 
Currency Committee were dragging their feet on this thing, it was 
just dead wrong. The record will not bear that out at all. We did 
have testimony here to the effect that they could proceed; that there 
was only one phase of it that they could not operate until they had a 
quorum; namely, the merger of the failed bank with a going concern. 
This did not cloud the appointment of a receiver to take charge of a 
failed bank, or anything of that kind. I think that is all borne out 
by the record. 

Senator Fu.sricur. If the Senator will yield, the record ought to 
show the nominations were not sent over until September 1, and ex- 
pired on the 6th, which gave 5 days in which to consider them. 

Senator Frear. Including the Labor Day week end. 


Senator Futsricut. Which ran until the 4th, so far as business 
vroes, 
S 
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Mr. Srartrne. We are desirous, gentlemen, of full cooperation at 
all times with all of the Federal bod and certainly with this com- 
mittee. We do sypomintern) am aaa speak for the entire associa- 
tion—tremendously the courtesy that this committee has given us. 
I have been in bed for the last 24% days myself, but when I heard that 
the committee desired to have me come I told Senator Frear this 
morning; I sent word to them that, irrespective of anything else, 
if they carried me off the plane in a coffin, Pesald be here. it you 
want me here, irrespective of inconvenience, or personal feeling, I 
will be here. 

I think everything that I have said here is fully documented. Iam 
sure again that we can get along in Washington with all of the Federal 
agencies just as well as I personally in my official position in the State 
of California get along with the representatives there. We never 
have a question. We get along 100 percent at all times without any 
difficulties at all; and 1 am sure that, with the adoption of cooperative 
attitudes, as has been indicated now we will have, there will be no 
difficulties. 

Senator Frear. Senator Fulbright? 

Senator Futsrieur. Inasmuch as the commissioner of Arkansas 
precipitated this whole inquiry, I think he is entitled to the credit 
for having initiated the clarification of the situation. Mr, McKinley, 
do I. understand that the controversy over the bank at Tyronza has 
now been settled ? 

Mr. McKunuey. That is correct, sir. 

Senator Fu.sricut. To your satisfaction / 

Mr. McKinury. Mr. Sparling has been in an official capacity with 
the association in the past. Ihave not; and, therefore, I did not bring 
any documents, because my connection with this has been just more 
or less as the commissioner of Arkansas. 

A telegram was sent, which I will read for the record here, that 
expresses the feeling. The telegram was sent to Mr. Allen Lynch, 
who is to be president of the proposed new bank, Saturday, at noon, 
from St. Louis. It is as follows: 


In personal conference here today the Federal Deposit Insurance Corporation 
has agreed to withdraw all features to which Commissioner McKinley objected 
in its requirements for the issuance of deposit insurance to your bank, The 
State bank department would issue your charter as of October 1, 1951, and you 
may open your bank at any date thereafter suitable to you. Deposit insurance 
will be effective on opening. Details will be discussed with your board when 
Commissioner McKinley returns. 


Ep McKIn.ey, Bank Commissioner, 
Federal Deposit Insurance Corporation. 
By Marpre T. Harr and 
H. Eart Coox. 

That, gentlemen, successfully concluded the Tyronza affair, to which 
Senator Fulbright refers as having precipitated this unfortunate pro- 
ceeding. Of course, as bank commissioner of Arkansas, I was vitally 
interested in that case; but, even beyond that, it is of more import 
to me to know that we have worked out the details that these types of 
policies will not be promulgated without discussion, and without 
agreement of at least three of the four agencies concerned in the 
future, which Mr. Sparling has outlined to you, uniform agreement 
for all agencies involved. 
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For that, 1 am more grateful than the fact that we have settled the 
‘Tyronza matter, because I think it does go to the heart of the preserva- 
tion of our dual banks’ system. 

I am very appreciative of the time and effort that you gentlemen 
have given to this matter. We in Arkansas want you to know that 
we appreciate it, and we are conscious of the fact that you have taken 
time on this when you are busy with affairs of the Nation that are 
probably of much more concern than this little bank, or these other 
banks that are involved here. For that, I appreciate your efforts, 
and am happy to have had the privilege of being here today. 

Senator Futpricur. You are quite satisfied w ‘ith the results of the 
conference ¢ 

Mr. McKrntey. Yes; we are thoroughly satisfied. I feel, if we had 
had the opportunity of sitting down together, we could have all ironed 
these matters out. I feel that we are in agreement now, and Mr. Harl 
and Mr. Cook both were very gracious in stating to our meeting that 
they had made a mistake, and would rectify it. 

As far as I am concerned, I feel they mean it. 

Senator Fuisricut. We appreciate your coming up to the meeting 
very much, Mr. McKinley. 

Senator Frear. Mr. Sparling, in your telegram of the 29th this ap- 
pears: “Karly confirmation of the nominations would expedite the 
Arkansas bank situation.’ 

Has your question been answered in the light of that ? 

Senator Fuisricur. Yes. 

Mr. Searing. Yes; I think we were informed by Mr. Cook and 
Mr. Har! that insurance could not be granted, as I understood it—and 
I would like to be corrected if I am in error—could not be granted 
until they were confirmed so the Board could grant this insurance, and 
it is beeause of that fact that that was stated in the wire, that it would 
speed that matter up. 

Senator Maysank. Did you have to have the Board’s confirmation 
to get the insurance / 

Mr. Spariine. So we were informed; that that was necessary. 
Were we not? 

Mr. McKrntey. Yes; that is correct. 

Senator Maysank. Have you got the insurance / 

Mr. McKintry. No, sir, because this agreement was reached as of 
Saturday. The bank, in normal course 

Senator Maysanxk. The agreement between 

Mr. McKintry. Mr. Harl, Mr. Cook, and the commissioner of 
Arkansas just reached agreement this past Saturday at St. Louis. 

Senator Maypank. How long did it take to reach the agreement ? 

Mr. McKintey. About 15 minutes, I think, sir. 

Senator MaysanKk. I did not mean that; I meant the date. 

Mr. McKinury. The charter was agreed to on June 2, and I be- 
lieve it was June 27 when the FDIC letter to the bank—they did not 
write to me, but to the bank—incorporating in this letter the require- 
ments to which we objected before issuance of insurance. That stayed 
the proceeding, so to speak, because I did not feel that we could allow 
the bank to agree to those requests. 

The matter has been pending, I would say, roughly, since the 1st 
of June. 
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Senator Maypank. Three and a half months, or 4 months. 

Mr. McKintey. Yes, sir. 

Senator Frear. Mr. Sparling, one other question. 

Using the so-called merger method as distinguished from the re- 
ceivership, which is optional with the FDIC, is it your opinion that 
the corporation, in effect, gives insurance protection to depositors 
whose account may exceed the maximum of $10,000 ¢ 

Mr. Spartine. Well, sir, I am not too.familiar with that entire 
matter. I asked Mr. Harl and Mr. Cook if they could give me any 
documentary matter that would enlighten me on it, and I am very 
happy to say we have not had any oceasion in California to go into 
either method. I do not know too much about it. My impression, 
sir, is that, while that might be so, it might exceed, possibly, the 
$10,000 limitation. I do not know. I doubt if it does, and my im- 
pression, from what little 1 know about it is I am inclined to think 
it is a very desirable way, many times, of adjusting any such situa- 
tion. Again, I do not have enough information to really, intelligently, 
answer your question, sir. ; 

Senator Frear. Did the Conference of State Bank Supervisors at 
its meeting in St. Louis, last week, go on record in any manner favor- 
ing or not favoring the two nominations for the FDIC? 

Mr. Sparuinc. No, sir; as such, no. | made a report to them as 
chairman of the executive committee. I went back in full detail over 
the correspondence showing what I believed—and I think you would 
agree with me—was the absolute positiveness of such agreement. 
There could be no question about it from the correspondence, which 
I have right here. In the meeting in Washington, when our execu- 
tive committee met last April, what we said at that time that we had 
been trying to do, we agreed that we would not oppose the nomina- 
tions. We have tried to keep the two matters entirely independent. 
I told them that we had not opposed the nominations, and that we 
had reached his agreement which we thought would be satisfactory. 
I believe my report was unanimously accepted, but no other action, 
as such, was taken. 

We did adopt a resolution to the effect that we urged all the Fed- 
eral agencies to reaffirm this agreement that we had made sometime 
ago—to reaffirm it in writing, and the FDIC have assured us they 
would reaffirm it in writing, so this situation can never arise again, sir. 

Senator Frear. Have the members of the Conference of State 
Supervisors had occasion to know the results of your conference with 
Mr. Harl and Mr. Cook? 

Mr. Spartina. Yes, sir; I explained in detail. 

Senator Frear. I meant the recent one of Saturday morning. 

Mr. Sparuinc. That took place at 9 o’clock in the morning, and 
at 10:10 I reported to the entire body, in executive session, and 
brought them up to date with everything that had taken place. After 
that, Mr. Harl and Mr. Cook were invited in, and Mr. Har! reaffirmed 
in open meeting the agreement which we had understood we had years 
ago. It was reaffirmed in the open meeting, and, as Mr. McKinley 
says, he was generous enough to state he had made a mistake, took 
responsibility for making the mistake, and entered into this agree- 
ment which I have outlined. 

Senator Frear. Was there any doubt in your mind that Mr. Delano 
would not concur in the agreement made by Mr. Harl and Mr. Cook? 
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Mr. Spartine. That he would not concur ? 

Senator Frear. Yes. 

Mr. Srarutne. I would not think so, because I think we had the 
same agreement with Mr. Delano as Comptroller of the Currency 
that we had with the FDIC board, in his capacity as a Director of 
that Board. 

Senator Frear. Do you have anything on record from the Comp- 
troller of the Currency regarding that ? 

Mr. Sparuine. I do not believe we have anything signed by him, 
sir. We do have it in our minutes, of which he is furnished a copy. 
It has been reiterated in his presence, and he was at our executive 
committee meeting in April. 

Senator Frear. He has taken no exception ? 

Mr. Sparing. He has taken no exception, sir. I have voiced it 
orally so many times since then, I could not conceive—I think it was 
just an oversight on Mr. Harl’s part, he possibly forgot that that 
agreement had taken place when these directives were put into effect. 
We are only sorry it took so long to get it rectified. 

Senator Frrar. Mave you requested of the Comptroller of the Cur- 
rency a written statement along those lines ¢ 

Mr. Sparling. Since Sanuilag we have not, but we will, sir. We 
will have that definitely. We have agreed this committee shall meet, 
and the new president of our association has asked me to be a member 
of the committee to meet with these Federal agencies, with all of them, 
in person to work out these matters. It has been agreed, furthermore, 
that we will ask to have it all confirmed in writing from every one of 
them. There will be no possibility of any misunderstanding. I do 
have the correspondence right here. 

Senator Frear. You stated, I believe, that the agreement was to 
place a moratorium on these two policies promulgated by the FDIC 
for 30 days, during which time an anticipated meeting ‘between the 
State supervisors and other officials will take place, and a definite 
decision will then be made ¢ 

Mr. Sparurnc. In regard to these two policies; yes, sir, and, fur- 
thermore, that our committee will meet with them from time to time 
before any new policies, any other new policies, are put into effect, 
and before any new legislation affecting State banks, or State-bank 
supervision, will be offered. We will try and have that in writing 
with all of the agencies so that there can be no question again but what 
we will at least have had an opportunity to discuss the matter and 
air our views before we have to get into any public fight about it. 

Senator Maysank. Let me say this at this point: 1 am not here to 
condemn the FDIC, or to support the supervisors, but you do not have 
to get any guaranty from the FDIC on legislation affecting the States, 
the Nation, or the banks. The FDIC has to be consulted by you 
gentlemen, and I want to assure you right now that the Banking and 
Cur rency Committee will never report any legislation affecting banks 
of any nature that people object to, w ithout a fair and square hearing. 
The only thing that I am worried about is these orders. You say you 
might make these from time to time, but nobody knows what is going 
to happen to Mr. Harl, Mr. Cook, or anybody else. 

I believe in law. This is Government by law, with the Congress of 
the United States on this end of the avenue, and the executive branch 
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on the other end, and the Court over here. I am hopeful that we cam 
put in this report, or pass a law necessary to assure the FDIC their 
protection, and likewise the supervisors, but above all the depositors. 
I want to make that statement for the record. 

I also want to repeat for the record what I just said in the Senate. 
Senator Schoeppel suggests I put it in this record, because he was. 
there at the time. 

Speaking of the FDIC legislation, the news ticker says this. For 
the past 3 weeks, if your bank had failed the Corporation could not 
have helped us with as much as a penny. It has $1,250,000,000 of 
cash to insure deposits up to $10,000. Mr. Chairman, that is the kind 
of information which goes around, which frightens people to death 
who have money in banks. I want to state what the representatives 
of the FDIC said in the Banking and Currency Committee, and that 
is what I understood they said the other day, and certainly the dis- 
tinguished presiding officer, speaking of Senator Sparkman who was 
presiding, as a member of that committee knows well there is no such 
fact as that. 

The news ticker carries a misleading dispatch indicating that the 
FDIC cannot help a bank which fails until FDIC has a quorum on its 
board of directors. Our committee was advised by FDIC’s own 
lawyer last week that FDIC can liquidate a bank and protect all in- 
sured deposits up to $10,000 without action by the FDIC Board. 

What it cannot do without action by its Board is to buy the assets 
of a failing bank and sell them to another bank. In other words, 
it cannot effect a merger of the assets of the failing bank with a sound 
bank, but it can protect all insured deposits up to $10,000. 

I do not want depositors in banks which are insured by FDIC 
to worry. Their deposits are protected up to $10,000, with or without 
a quorum of the FDIC Board. 

I did not mean to bring this up, because the FDIC Directors were 
here, but it was brought up on the ticker upstairs an hour ago, and 
those are the remarks I made. 

Mr..Spariing. There have been some misleading press releases. 

Senator Mayspank. It has been terrible. 

Mr. Spariine. In regard to our controversy, indicating that the 
supervisors are opposed to adequate capital and that is certainly 
unfair. 

Senator MayBank. I hope you are not. 

Mr. Sparuinc. We are not, sir. 

Senator MArsanx. I want to put something in the report to make 
certain we do not have to have these policy statements, such as the 
OPS issued last night about secrecy. ft forced the President of the 
United States himself to deny it between 6 and 8 o’clock. 

Senator Fursrient. Mr. Chairman, I do not want to put all the 
blame on the Associated Press. The American Banker had an article 
in their issue of September 26. 

Senator Maysanx. I am not putting the blame on anybody. 

Senator Futsriegnt. The American Banker should have known bet- 
ter. There are two or three statements in that distinguished maga- 
zine, which I think are misleading. One I particularly object to 
says, “Furthermore, the money that is involved in this policy is bank- 
assessment money and not tax money.” 
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It is my understanding about $3 billion stands behind the FDIC, 
which would be tax money, in case they need it. 

Senator MaysanK. You are absolutely right. 

Senator Fursrient. There is an interest of the Federal Govern- 
ment in the welfare of the FDIC. 

Senator Maynanx. When the FDIC wanted legislation, when 
it was recommended last year to increase the insurance to $10,000, 
this committee gladly agreed. But that is the law. That is not a 
policy statement. 

Senator Futsricur. What they do about this matter, the delay, is 
a formality which we became involved in. 

Senator Scnorrre.. Mr. Chairman. 

Senator Frear. Senator Schoeppel. 

Senator Scuorrren. I would like to say briefly to Mr. Sparling 
and Mr. McKinley, and members of theF DIC that are here, that 
to my way of thinking this whole thing is clothed with the public 
interest. Here we find that some of the State agencies, through your 
association, and very properly so—I am not going to criticize that— 
have an understanding or agreement with you as to how you can work 
this thing. 

I think it would be well and proper for this committee to have as 
a part of the records all of your agreements with any of these Fed- 
eral agencies involved in this thing, that you finally consummate, so 
we can have the proper and accurate picture before us. 

Senator Maynank. And put it in the report, Senator. 

Senator Scuorrre.. It ought to go in the report, in my humble 
opinion. There may be things in there that by way of legislation 
would be very important in furthering the publie interest that is in- 
volved here. I think it would be only a safeguard for us, all of us, to 
have brought out into the open all of these understandings and agree- 
ments that you gentlemen have recited so we could better evaluate the 
necessity of crystallizing it and incorporating it into a stated law, if it 
becomes necessary. 

I think that when we go on here and operate in sort of a loose 
fashion, we are liable to wake up and find difficulties developing in a 
certain set of circumstances in which we do not properly know what is 
back of the picture. I agree a hundred percent with what the chair- 
man has said, It is a matter of importance for the protection, for the 
confidence of the depositors, and we want to promulgate laws under 
which rules can be written for these agencies to operate under in 
furtherance of the public interest. 

Senator Frear. I think under questioning of Mr. Russell, the coun- 
sel for FDIC, by Senator Fulbright and Senator Schoeppel in the 
hearings held on September 27, this matter of liquidating proceedings 
for a bank was brought out pretty clearly and pretty thoroughly, that 
while a bank is liquidated as a matter of law, it takes a quorum of the 
board of directors to authorize a merger. 

Senator Futsrienr. Do you not think it would be appropriate to 
have a word from Mr. Harl, since he is present, so there is a perfect 
understanding by the committee? 

Senator Frear. The chairman has no objection. I think since we 
have Mr. Sparling and Mr. McKinley here, it might be well if we hear 
the statements from both sides, although we have gathered that they 
are In agreement, 
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Before that, however, I would like to say as to this publicity that 
has been given FDIC that there have been letters received, which show 
that the average depositor is somewhat aroused by these articles that 
appeared in the papers. I would just like to quote from one letter here 
before me. Attached to this letter was the article that I referred to 
from the Washington Star: 

A substantial customer called at one of our offices and expressed concern over 
his account not being insured. Of course it is.insured, but the layman gets a 
different impression. This customer was considering withdrawing his bal- 
ance, Others who have the same impression would withdraw and say nothing. 
If this is true with us, it must be true of many others. It can develop into a 
serious situation. Something should be done. 

Mr. McKinley. 

Mr. McKinuey. Mr. Chairman, I would like to take a couple of 
minutes of the committee’s time with reference to publicity. Our 
difficulties in Askansas have been going on for better than 6 weeks. 
We have had had several meetings of groups of bankers discussing 
these policy matters, because I had taken the position with the Ar- 
kansas bankers that I would be more or less governed in my resistance 
or reply to the FDIC requirement as to how they felt about it. I 
thought it was a policy matter that State bankers should speak on. 
We had a series of meetings, and not one word of publicity during 6 
weeks’ time ever came out of Arkansas, or appeared in any Arkansas 
paper with reference to our controversy. ‘The story got into the 
newspapers as a result of a Washington release in the American 
Banker in which it was indicated that Arkansas was was objecting 
to the toughness of FDIC examiners—— 

Senator Maysank. The American Banker? 

Mr. McKrintry. The American Banker. That was on August 20. 

Then in view of the erroneous conclusions and statements in that 
story, I did prepare a statement which I sent to the American Banker, 
and which the American Banker was good enough to publish in full, 
and that is when the controversy began to get into the newspapers. 
That is on the publicity angle. 

On the capital ratio sate: I would like to get into the record this 
point: In Arkansas we have a State law which to some extent regu- 
ates ratios, indirectly. We are interested in maintaining adequate 
capital ratios, but we have to do it in individual cases. Under the law 
in the Tyronza case we could have chartered that bank with as low as 
capital as $10,000, with certain restrictions. Without restrictions, 
they could have been chartered for $25,000 in capital. After an in- 
vestigation we felt that that bank in a year and a half’s time would 
have $800,000 in deposits, so we required, our office required, $50,000 
in capital, $15,000 in surplus, and $15,000 in undivided profit, giving 
a capital account of $80,000, which was promptly subscribed by these 
men, which would be 1 to 10 in that particular instance. I do not 
think it is ever fair for any agency to indicate the States are not in- 
terested in these capital ratios. 

We are, but the thing we say is that it cannot be applied on a na- 
tional scale, and it should not be applied by a Federal agency to State 
banks, that the State supervisors must be the ones who must maintain 
that. 

It has been inferred that maybe our capital ratio was low, but for- 
tunately Arkansas is higher than the national average. We had 
much more in this instance than the FDIC even wanted, and that is 
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another thing that is wrong with trying to apply anything on a 
uniform, national basis. Even if they had this policy, the Tyronza 
case should have gone right on through without anything, because 
they only wanted 6.8, and we were starting that bank off on what 
would have been 1 to 10. 

Senator Frear. We are certainly glad to have your comments. I 
know you are very desirous of having the record correct, as are the 
members of the subcommittee. 

Do you have any further statement, Mr. Sparling, which you would 
like to make? 

Mr. Spariinc. No, sir; I am here at your request, sir; and I am 
willing to answer questions, sir. 

Senator Frear. I am certainly glad that you have acted on our 

request. Of course, we like to keep the record straight, too. At the 
beginning you requested being here, sir. 

Mr. Spartrxc. Well, I do not know as I ever requested being here, 
sir. I said I would appear if desired. I have never personally re- 
quested an opportunity to appear before the committee, I am sure. 

I have my correspondence here. One suggestion was made—I have 
been endeavoring to go through the file. 

Senator Fursrienr. I believe you requested we hold up the confir- 
mation until you had a meeting. 

Mr. Spartine. I think the fact is in that regard that you wrote me, 
sir, and said that the committee had agreed not to confirm until a 
further hearing. I wrote you, and I thanked you, sir, and I suggested 
that the hearing in that event be postponed ‘until after we had had 
an opportunity ‘to meet with Mr. Harl in St. Louis, as he had previ- 
ously stated he would be there at that time. Mr. Harl gained the 
impression that I had requested that hearings on his confirmation be 
held up pending further hearing. I assure you, sir, I had never 
intended to combine the two. I never did ask about the hearing on 
confirmation until after you had written me that the hearings had 
been postponed pending further hearing. 

Senator Scnorprer. I take it you do. not have any objection if in 
the wisdom of the committee they see fit to recommend to the full Sen- 
ate confirmation of these men. 

Mr. Spariine. That is exactly correct, sir. 

Senator Frear. Mr. Harl, you have graced this audience with your 
presence. Would you like to take a seat at the table here and give us 
the benefit of any matters of importance along this line ¢ 

Especially we are interested in knowing your opinion about the 
remarks that Mr. Sparling and Mr. Me Kinley have made. 


STATEMENT OF MAPLE T. HARL, CHAIRMAN, BOARD OF DIRECTORS, 
FEDERAL DEPOSIT INSURANCE CORPORATION 


Mr. Hart. Where do you want me to commence, Senator ? 

Senator Frear. I think that is entirely up to you, sir. The first 
thing Mr. Sparling came here for was to give us what happened at 
the meeting between the members of the State supervisors and you 
and Mr. Cook, I believe. 

Mr. Harv. At the previous hearing we said we thought we could 
work this out in St. Louis, Little Rock, or Washington; and we did, I 
think, work it out satisfactorily. 
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Now, as you know—I will ask the press not to quote this, please. 
As you know, bank shortages have jumped in 1950 to where there are 
over twoa day. I heard on the radio last night, and again this morn- 
ing about seven bank defalcations in western Pennsylvania within the 
last few weeks. : 

We have tables which show that these shortages are going right up. 
We do not know what the cause of it is, but. we have found out that 
many directors are derelict in their duties. No later than a few weeks 
ago, right in the city of Denver, in the United States National case, 
there was involved better than a million-dollar shortage, and I will 
again ask the press to keep this out of the papers. 

Senator Frear. Do you prefer an executive hearing ? 

Mr. Hart. I would, sir. 

Senator Fvtsricut. This has nothing to do with the matter here. 

Senator Frear. I think, Mr. Harl, if you might just limit your 
remarks to what has gone on here, I might say that these hearings will 
not be concluded tonight, and that we will no doubt have some ques- 
tions to ask you. 

Mr. Harv. What we are trying to do is eliminate these shortages. 
They have increased to over two a day. In some cases the directors 
said they did not know about what went on in their banks. If we 
made a mistake in providing for these directors’ meetings without the 
supervisors’ participation, we made a mistake. I told Mr. Sparling 
that we made a mistake, and we have. We thought that the directors 
would be tremendously interested in meeting the examiners to talk 
over their banking problems. As far as driving 300 or 400 miles is 
concerned, I thought the directors had to be in the counties, contiguous 
to the banks. I cannot see where a director 400 or 500 miles away is 
much good for the bank. 

Nevertheless, be that as it may, we are trying to eliminate these 
shortages, and the shortages are what are now causing the trouble in 
the banks. Some of them are very large. In Pennsylvania the other 
day a fellow “borrowed” enough money to buy control of the bank. 
He bought control with his own bank’s funds. We are trying to 
eliminate this sort of occurrence. 

If we did not have the right procedure, I do not know what it is. 

As to the delay in getting together with the supervisors, unfortu- 
nately, I was taken ill and hospitalized from the 23d day of July until 
the 29th day of August. I was hospitalized in Denver. I went out 
there to a meeting with the Chairman of the Federal Reserve Board 
and I was taken ill there. Unfortunately, some of these things devel- 
oped as a result. 

It should be noted, however, that during my absence Mr. Lyon, 
president of the association, and Mr. Cook met, and Mr. Cook asked 
him if they could formalize some better procedure, but we never re- 
ceived any suggestions from the association. We stand ready and 
willing at all times to try to work out, as 1 think these gentlemen do, 
a program that is in the public interest and good for the depositor. 

After all, there are 104 million depositors in this country. We 
want to see that they are adequately protected. 

Last September the Congress passed a-law which increased the 
deposit insurance from $5,000 to $10,000. The coverage was increased 
100 percent. We feel we should try to protect those depositors. 
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Now, we have told Mr, Sparling, who was chairman of the execu- 
tive committee—Mr. Lyon is chairman now—that we would like to 
get together with a representative from the Comptroller of the Cur- 
rency, a representative from the Federal Reserve Board and the 
supervisors and try to formulate some procedures. 

For example, this year already we have insured a total of 56 State 
banks as compared with 4 national banks, and seemingly one of the 
reasons for that is the difference in capital requirements. Now, in 
my own State, where I was bank commissioner for many years, our 
capital requirement was only $27,500 to organize a bank. Conse- 
quently, the Comptroller did not issue very many national-bank 
charters. 

The Corporation I think has insured only 79 new national banks 
in 5 years and a half, compared with over 500 State banks. Now, 
whether lower capital requirements is the reason, I do not know. 
It may be. 

Senator Frear. In regard to what Mr. Sparling said here of your 
meeting Saturday morning in St. Louis. 

Mr. Hart. In that connection, when I was State bank commissioner 
we saw State banks taken into the national system. A State bank 
would go into the national system and not have any tax penalty. 
Therefore, we worked very hard with the association on the bill 
which they wanted to pass to make it a two-way street, so a State 
bank could go into the national system, and vice versa. At the 
present time, a national bank cannot convert to a State bank without 
being penalized from the tax standpoint. We thought that was splen- 
did legislation to have a two-way street, so a national bank could 
convert to a State. 

Senator Mayspank. That is what we have now. 

Mr. Haru. That is right. 

Senator Maypank. We have a bill in the Senate to give the same 
opportunities to national banks that State banks now have. In other 
words, the depositors, or stockholders, in the minority group that 
do not want to go in can get paid in cash. 

Mr. Haru. That is right. 

Senator Maysank. That is the main part of the bill. Unfortu- 
nately, people have not yet understood. 

Mr. Hart. You are making it in every sense a dual system. 

Senator Maynank. This committee reported it out, with only one 
(lissenting, and he has now withdrawn his objection. ' 

Senator Frear. Is there any difference of opinion that you might 
have from what Mr. Sparling said about this contemplated meeting 
within the next 30 days? 

Mr. Hart. No, sir; we are asking them all to join with us. Back 
in 1938 to 1942, when I was State commissioner, we got in a row over 
the valuation of securities with the Federal Reserve Board. We 
met and settled that on a uniform basis, and worked up a uniform 
manner of treating the security valuation, and it worked out very 
satisfactorily. ; 

Senator rear. I do not know that this committee would like to be 
invited—I am sure they would not—to this conference, but I can 
assure you they are extremely interested in the outcome of it. 

Mr. Haru. We would be glad to have a representative of the com- 
mittee and a representative of the American Bankers Association 
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present. In the final analysis, what is good for banking is good for 
the depositor. We would be very highly pleased, and I know the 
association would, and I know the Federal Reserve Board and Comp- 
troller would all be very pleased to have a representative from the 
staff of the conmittee present. 

Senator MayBank. The only thought that I had—were you asking 
a question, Senator? I did not mean to break your trend of thought. 

Senator Frear. I wonder, Mr. Harl, if, you have thought anything 
further about the discussion we had the other day in the hearing 
regarding your policy of merging banks. I was amazed to hear you 
say that you are having defalcations at the rate of two a day. I had 
apeeeeee in your previous testimony that in 6 years there had only 

en 19. 

Mr. Hart. I said there had only been 19 banks which had to be 
aided by the FDIC. 

Senator FutsricHtr. Which have been merged. 

Mr. Hart. We had two defalcations a day last year. They are a 
little more numerous than that this year. 

Senator Fursrient. Do you still feel that the policy of mergers 
is the proper policy, and that liquidation is not? 

Mr. Haru. We are endeavoring to get away from receiverships, 
because you know in a receivership—and I think both of these gentle- 
men here will so testify—with a receivership there is an economic 
shock to the community. A business man’s account is immediately 
closed. It may be 30 days before he can get any money, and his credit 
is cut off. We think receiverships are disastrous also, because bank 
runs are contagious. You get mob psychology. That has been true 
in bank receiverships. 

Here a few weeks ago, up at Parnassus, Pa., a man went short of 
$600,000 in the bank. 

Senator Futsricut. That was New Kensington. 

Mr. Hart. That is right. There is only one other bank there. Had 
we had a receivership it would have immediately caused a run on the 
other bank. It developed that there was also a shortage in that bank. 
If they had closed the first bank and had a receivership there at New 
Kensington, the other bank would have immediately had a run. 

Senator Futsricut. That other one did not fail because of a run. 
There was a shortage, too, of $500,000. 

Mr. Hart. You misunderstood me. I said if we had had a receiver- 
ship in the first it would have precipitated a run in the second. 

Senator Futsrieur. They both failed. 

Mr. Hart. No, sir; let us back up a minute. 

Senator Futsrieur. They both had shortages. 

Mr. Hart. The first had a shortage so severe that it dissipated the 
capital structure. That was the first. There were two banks in the 
town. Now, we were of the opinion that if that bank went into re- 
ceivership, it would have caused a run on the other bank. We were 
able to make a branch out of the first bank. Then a few weeks later 
a shortage developed in the other bank. 

Senator Futerieur. Mr. Harl, I think we have a very different view 
of what the law was intended to be, and what the policy was, until about 
6 years ago. 


Mr. Hart. It started in 1944, in May of 1944. 
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Senator Futsricur. Prior to that time we find you had a large 
number of receiverships, from the beginning of FDIC up to that 
period. What I am getting at is your policy amounts to insurance of 
all deposits of the bank, if that policy is to be followed. Maybe that 
isa good thing. I think it is very clear in the report of this committee 
on the FDIC Act, the report is the Eighty-first Congress, Report No. 
1269, of which I will read one sentence: 

This change was approved by your committee, but it is recommended that no 
further increase in the maximum insured account be made in the future because 
it should never be the policy of the Congress to guarantee the safety of all 
deposits in all banks. 

You have, I believe, in your report taken the attitude that you are 
quite proud of the fact that there have been no receiverships, which 
means you have adopted the policy of mergers in all cases, and I think 
that has been your uniform policy since 1944. Is that right 

Mr. Hart. That policy was there when I came there. 

Senator Futsrieur. Wait a minute, Mr. Harl. We had testimony 
that prior to that time there had been a great number of receiverships. 
I do not see how you are justified in saying that was the policy when 
you came there. 

Mr. Hart. Senator Fulbright, I came there in 1946. The last re- 

ceivership was in May 1944. The Comptroller of the Currency had 
been on our board since 1938. We discussed this with Mr. Leo T. 
Crowley, who is perfectly willing to come down and testify. 

We discussed it with Mr. Goldsborough, and I was one member of 
the board. Mr. Goldsborough and Mr. Delano were there. They had 
been there 2 years previously when the procedure was established. 
They thought it was good, and I think it is, too. 

In that connection, I see here today the former president of the 
National Association of Mutual Savings Banks, who is president of a 
billion-dollar savings bank, the Bowery. I also see the general counsel 
of the savings-banks assoc ‘iation, and I would like to have you ask 
them as bs ankers what they think of this kind of policy. 

Senator Fuxerieur. I should imagine they would think well of it, 
bee ause it gives them an insurance of all their deposits. I think, if it 
is the right policy, then you should be prepared to offer legislation 
stating that as policy. 

Mr. Haru. We consider each case as it comes up. 

Senator Funsrient. In the Cecil, Pa., case did you consider that 
individually ? 

Mr. Haru. We certainly did. 

Senator Futsrignt. Did you have a meeting ? 

Mr. Haru. We have got the records of that. We were called about 
the situation. Mr. Cook was reached. He came and presented the 
facts to the Comptroller of the Currency and myself, and recom- 
mended that, in his opinion, the best thing to do in that case was to 
have a merger. 

Senator Futsricnt. At the time you made such a recommendation, 
were you informed of the facts in that ease / 

Mr. Hart. We were informed of the facts by the bank examiner 
that there was a shortage in a bank of about $800,000 in deposits. 

Senator Futsrieut. And what did they turn out to be / 

Mr. Haru. Around a million and a half, or two million. 
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Senator Furerienr. In other words, you did not have the facts. 
You did not know what your liabilities would be. 

Mr. Haru. We had the facts as the Comptroller of the Currency 
furnished them to us. 

Senator Futsrient. In that case, as an illustration, and it has 
happened in other cases, you made an announcement that all deposi- 
tors would be taken care of through the merger, not to the extent of 
their guaranty, but the total deposits. Yeu made that a day or two 
after the shortage was discovered. At that time it was impossible 
for you to know what were the liabilities of the bank. Nobody knew. 
The man committed suicide, and you did not find out what the infor- 
mation was for a long time afterward. 

Mr. Hart. That was a national bank, Senator, and they told us 
what the purported liabilities were for several years back, some 10 
or 12 years back. 

Senator Funsrieutr. My point is that I think it is perfectly evi- 
dent, and I went into this in considerable detail in our executive ses- 
sion, as to just what the facts were there. It was perfectly evident, 
and everybody here, including two of your top men, your top liquida- 
tor, Mr. Tefft, Mr. Seabury, and Mr. Russell, that was utterly impos- 
sible for you to know what the liabilities were, and you had no facts, 
reliable facts that had been checked upon which anybody could base 
an opinion as to whether or not it would avert a loss to the FDIC in 
accordance with the law. I think any reasonable person would as- 
sume from the action taken in that case, and others, that you have 
adopted a policy of merging these banks, which in effect is another 
way of guaranteeing the total deposit liability. 

Now, Lam not arguing with you whether or not that is good. If you 
think it is a good policy, I think it ought to be recognized in the law. 
I think the assessments ought to be set in accordance with such a pol- 
icy, Whereas they are now determined, and your whole structure is 
based upon a limited lability of $10,000. 

In that case you paid off deposits, uninsured, unsecured deposits, as 
high as $53,000. There was one higher than that, of a school district, 
which had been secured by Government bonds. 

Mr. Hart. Those public funds are secured. 

Senator Futsricut. There was a coal company which had a de- 
posit of $53,000, which, of course, you assumed the total liability for, 
and it will be paid out of the loss that you will suffer. 

Mr. Haru. The merging bank pays whatever the account is. 

Senator Futsricnr. But the ultimate liability is yours, because you 
guarantor those obligations. We had quite a detailed description 
of it. 

The point is that by public announcement, announcing that the 
FDIC would see that all depositors were paid, that decision was made 
prior to your having had an opportunity of knowing the facts that 
you were faced with. 

As you have just stated, you thought that you had a deposit liability 
of some $800,000 when it turned out to be a little more than $1,800,000. 

Mr. Haru. The comptroller examined that bank for 20 years, and 
never did know what the facts were. 

Senator Funsrient. The fact that he did not know is an entirely 
irrelevant matter to the point I am making now. I think in most of 
those cases, the idea is that you cannot wait. I would judge in most 
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of those cases of really serious defaleation you will not be able to ascer- 

tain the facts sufficient for anyone to make a reasonable decision as 
to whether or not it is to the advantage of the FDIC to have a receiver- 
ship, which I may say, in all national bank cases will be the FDIC in 
any case. You will be the receiver. But it has a great difference in 
the result on your liabilities as to whether or not it is a receive ership, 
or whether you assume the deposits. 

Mr. Harv. We thought it was in the public interest to eliminate 
receiverships. 

Senator Futerient. That is exactly the point. You have decided 
it is in the public interest to have no receiverships. That is not, in my 
opinion, in accord with the law as it now stands. I think, in fact, it 
is not in accord with the view Mr. Crowley had in 1935 in his testi- 
mony on the FDIC Act. 

Mr. Harv. I think Mr. Crowley would like to be heard on that 
matter. 

Senator Futsrient. It is a serious fundamental policy, and it may 
be that you are strong enough and big enough that you can insure 
all the bank deposits ‘of this country, | in all the banks. I am only 
pointing out that that is not in accord with the report of this com- 
mittee. Mr. Maybank made the report on S. 2822, in which it is posi- 
tively said it should never be the policy of the Congress. If that is 
wrong, we ought to recognize it, and I think it would probably call 
for a reexamination of your whole policy of assessments. We have 
just reduced your assessments last year. I think maybe you can stand 
it. Those are questions I am not prepared to answer at all. It seems 
to me quite reasonable you should examine it. 

Mr. Hart. We have examined it very thoroughly. We have ex- 
amined each case. We should like to have the committee have the 
benefit of the testimony of Mr. Crowley and Mr. Lee Wiggins. an 
outstanding business executive, who made a study of finances as Under 
Secretary of the Treasury, who worked with Senator Maybank on 
this bill: Senator Maybank brought up a very fine bill, and I think 
he had the benefit of consultation with Mr. Wiggins. 

Senator Maypank. And Mr. Crowley, also. 

Senator Fursricur. And as a result he.made this report. This is 
Senator Maybank’s report in which he said it should never be the 
policy of the Congress to guarantee the safety of all deposits in all 
banks. Yet if I understand you correctly, you have just stated you 
think the policy should be to permit no receiverships. 

Mr. Hart, I still do. not think it is good for the country to have 
receiverships. 

Senator Futsricnt. There we have conflict. We have this positive 
statement of the committee, and we have yours. 

Mr. Hart. I believe that the Senator probably would agree with 
me that we should not have receiverships, if we can avoid them. 

Senator Fcrsrtenr. Then I think if that is to be the policy, this 
committee ought to review the situation, and correct the statement 
which it made only a short time ago in this report, January 1950. 

T think it ought to be reviewed. My own view, which is of no im- 
portance in this matter particularly, is that the policy of the present 
law is a correct one. 

Senator Maypank. Senator. I do not want to have any argument 
over the report that I made. You know I discussed that report with 
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Mr. Wiggins and Mr. Crowley, and I do think they both should be 
called. Lagree with you. 

Senator Fu.sricur. There should be a guaranty of all deposits. 

Senator Maysank. No; that it should be in the law, whatever we do. 

Mr. Haru. Gentlemen, unless you do have mergers, we will have 
ann You cannot help it. 

Senator Futsricut. Mr. Harl, it seems to me—— 

Senator Maysank. If I might say again, I have the same thoughts 
that you have. My mind is still open. He believes in one thing, ‘and 
you and I do not know whether receiverships are right or wrong after 
what has happened lately. I do think we ought to have the benefit 
of their testimony. 

Senator Fursrient. I do, too. My own feeling at the moment is 
that the policy now being followed by the FDIC is not in accord with 
the spirit of the law. Technically ‘they can effect a merger, but I 
think the plain intent of it, if I read correctly the statement of Mr. 
Crowley, was that the merger route should be the exception, and that 
the liquidation the normal, because there your liabilities are definitely 
known. 

To use the Cecil case, and there were others, it is utterly impossible 
in the case of those defaleations to know what your liability is. If 
you do not know that, how can you exercise sound judgment in making 
your decision as to whether it would limit your losses if you went 
the merger route, or went the receivership route? If you do not know 
that you cannot make a sound decision. Therefore, ‘it seems evident 
in those cases receivership is the proper route to follow, because there 
your liability is limited to $10,000. It cannot be above that, regard- 
less of what. deposits may show up, as they examine the ledgers, as 
they turn up in the course of some 30 days, or more. It took longer, I 
think, to determine in that case what your liabilities were. 

Mr. Haru. We would also like to have you call the Comptroller of 
the Currency, because from 1938 he has been a member of this Board. 

Senator Funsricur. Mr. Harl, we will not have any trouble find- 
ing witnesses. 

Mr. Hart. I mean to get the policy before Mr. Cook and I came 
there. 

Senator Fursricur. It is clear that in your view, as you said, 
the receivership should be eliminated. 

Now, I interpret that to mean we should guarantee all deposits. 
That might be a tenable position. Do you think it ought to be exam- 
ined very carefully ? 

Mr. Hart. Wedo. If you will notice, these banks have been smaller 
banks. The largest case we had was a $10,000 bank, in Newark, 
N. J. 

Senator Futsrieutr. $10 million, you mean. 

Mr. Hart. $10 million. 

Senator Futsricut. They have not been very large banks. The 
thing that worries me—— 

Mr. Harv. Receiverships are contagious, and we have been trying 
to keep anything from getting beyond control. | 

Senator Funeria. As I understood your previous testimony, you 
thought it could be used in the little cases, but if a big one came along 
you would not. It would seem to me it should be the reverse of that. 
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It might be a very good thing for the community of New Kensington 
that the people know about it, and that they suffer some of the con- 
sequences, the directors and their friends, and you should keep in re- 
serve for these big cases your main body of assets. That is why we 
give you the $3 billion backlog to be used in a really grave emergency. 

but the little ones, it seems to me, are doubtful, espec ially where you do 
not know what your liability would be. 

You tend to get into a situation—I do not like to use the word, but 
it has been used as Government paternalism, you are going to take 
care of everybody no matter what the situation. Whatever turns up, 
we are going to take care of you. I am not sure that is a very wise 
policy, psychologically, for the whole banking fraternity, whereas 
if it gets large enough we have to step in just as we did in 1932 before 
the FDIC came along. They have you taking over that function. I 
am a little inclined to think, and IT am quite sure that the belief of 
the committee was that this is a power to be used only in exceptional 
cases, whereas receiverships is the normal way to liquidate a bad 
bank, 

Mr. Hart. At the present time, as you know, there are about 14,000 
insured banks. There are only 1,500 banks in the country with over 
$10 million of deposits, sir. 

Senator Futsricut. That problem has puzzled me, together with 
this one you have just stated. I think the committee ought to exam- 
ine into it. In the meantime, I would recommend, and I think you 
would probably agree, that it might be a very excellent thing if you 
agreed to notify this committee of each case in which you decide to 
take over a bank, assume all liabilities; in other words, effect a mer ger, 
and give the reasons therefor why you think that is justified. T think 
that would be a good policy to follow in the interim until the matter 
is gone into more fully with the committee. 

I wanted to make one other comment on these figures that you sub- 
mitted, the charts about the relative significance or relative merit of 
the merger route and the liquidating route. I do not believe, Mr. Harl, 
that your Research Division presented a fair picture to the commit- 
tee. In fact, after we got into the figures, prior to 1946, which are 
reflected in those charts that are now in the printed hearing, I think 
they are misleading rather than reflecting the actual facts of the 
matter, 

Did you study those charts? They were prepared by your Re- 
search Division ? 

Mr. Hart. They are from the books of our Corporation. They 
were told to furnish 57 material which the committee requested. 

Senator Funsrient. I do not think the charts are accurate, and | 
think they are misleading when one glances at them—at first flush. 
I also think that the figures your Division furnished this committee. 
at my request, showing the effect upon the FDIC in these cases that 
have already occurred, following the merger route, or a receivership 
route, those figures are wholly inadequate. They do not know the 
effect at all that would have occurred, the liabilities and losses that 
would have occurred in the FDIC if a receivership had been followed. 

I do not know what the result would be. I suspect that in a number 
of those cases the loss to the FDIC is greater in dollars by virtue of 
having taken the merger route, assuming all the liabilities. 
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Mr. Harv. We are dealing there with intangibles, Senator. 

Senator Fusrieut. I know it is difficult, but I think your research 
people ought to be able to give the committee some approximation of 
what that would be. 

Mr. Haru. Of course, we are dealing with an intangible as to what 
would be the difference between a receivership and a merger, because 
we do not know how many other receiverships might be caused. 

Senator Fu.sricut. That is true. I think each one can be treated 
individually. e 

Mr. Haru. We had a receivership in my home town one day, and 
during the following week we had seven banks closed because the de- 
positors lost confidence. 

Senator Futsrigut. Was that after the FDIC? 

Mr. Hart. No, sir. I think the 1933 trouble was an accumulation 
of what had taken place in the post-World War I period. We have 
a similar situation now. After World War I we had high bank de- 
posits and a lot of loans. As you know, the peak loan period is right 
now. There are more risk assets in the banks today than ever in their 
history. So the risk is greater today than it has ever been. 

Senator Maypank. I agree on that. 

Mr. Hart. That is why we are careful not to touch off a bank run 
or bank receivership. 

Senator Futrsicwr. You are giving another argument supporting 
your view that we should have total deposit insurance but 

Mr. Hart. I think the Senator is wrong about that. The $10,000 
is a safety valve which is the limit to which the insurance can be 
made payable. I think the $10,000 limit is sound. 

Senator Funtsrieur. I think we are kidding ourselves when you 
actually stated you wished to eliminate all receiverships. 

Mr. Hart. I do, sir. 

Senator Futsricur. Then what significance is the $10,000 limit, if 
you eliminate receiverships ? 

_ Mr. Hart. It is of tremendous significance. We keep these things 
from starting a chain reaction. If you have a receivership, it under- 
mines confidence. 

Senator Futsrient. If you eliminate receiverships, and you have all 
mergers, the $10,000 is of no significance. In effect you have total 
insurance to whatever the amount of the deposits. 

Mr. Harv. Let us see what the losses are. In the last 19 cases, I 
think the losses are less than 1 percent of the total income per year. 

Senator Futsricur. Well, Mr. Harl, I do not think you understand 
iny point. You are supporting your view that this is the best policy. 
Now, on that question, I have an open mind. It may be. I am only 
saying it is not the present policy; it is not the present law. Accord- 
ing to the report and tlie law, and my interpretation 

Mr. Haru. It is discretionary, Senator. 

Senator Fursrient. There is such a thing as interpreting the exer- 
cise of your good judgment and discretion. I only pointed out a case 
which I think illustrates where you could not possibly exercise dis- 
cretion and form a judgment. What you did was apply a rule of 








thumb, a policy. Now, maybe that is the right way. Iam only trying . 


to clarify the situation. I think we are kidding ourselves when, if 
that is the policy to be followed, we say we are liable for only $10,000, 
because we are actually and in fact, since 1944, paying all deposits. 
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Returning to this point, which I wish you would take a little more 
seriously, you yourself said on page 41, as reported in the printed 
hearings: 


We think we could show the Senator by figures established by our predecessor, 
Mr. Crowley, it is more economical to the Corporation— 


that is the point I am interested in— 

it is more economical to the corporation— 
then you go on and say: 

better for the community 

and that 

the entire transaction is in the public interest. 


Now, those last two things are another matter in the benefit to the 
FDIC in dollars and cents. 

Now, I think it is up to the committee and the Congress to decide, 
on the basis of your experience, whether or not it is good policy, be- 
cause of this so-called public interest, and better for the community 
that we guarantee all deposits in all banks. It may be, but I would 
like to see it examined and demonstrated. I have my doubts about 
it, I may say. 

Mr. Hart. I have never at any time said I believed in full insurance 
of deposits, but I believe that in these smaller institutions it is more 
beneficial and very much in the public interest to keep these waves 
of receiverships from starting. Now we have the very same situa- 
tion today as we had after the First World War. We have high 
employment, peak prices, an active stock market, and loans at a peak. 
Now, if the receiverships start, it could be disastrous. 

Senator Mayspank. What would happen today? 

Mr. Haru. We think we have the situation pretty well controlled 
by our procedure for taking care of these cases immediately. 

Senator Maypank. But we have not been in a depression since 
1933. Take the Housing and Home Finance Agency, with guaranties. 
We are going to have a crash some day, you know. 

Mr. Harv. You have your banks fuil of loans. 

Senator Maysanx. What is going to happen when it does hit? 
It is going to hit as sure as I am sitting here in this chair. 

Mr. Haru. Everybody has asked the banks—these gentlemen here, 
Mr. McKinley, Mr. Sparling, all joined in a request to the banks this 
spring—for a voluntary credit-control program. Is that not right, 
Mr. Sparling? 

Mr. Spartina. Yes, sir. 

Senator ScHorrre.. I would like to ask Senator Fulbright if he 
will yield on one point? 

Senator Futsrient. Yes. 

Senator ScHorrrer. The law at the present time of course provides 
for the use of discretion on the part of the agency to go either one of 
the two routes; namely, merger or receivership. 

T think you will agree with me that they should have that flexibility, 
and that the Congress should not establish by law one or the other of 
those alternatives as a hard and fast matter, and Congress in its 
wisdom did not. I think it exercised judgment when it gave that 
dual opportunity to go either the merger or receivership route. 
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Now, the thing as I get it, that you are raising the question on, is 
the matter of the policy on the part of the board in these 19 instances 
going exclusively the merger route. 

Senator Futsrienr. Mr. Harl says he wishes to eliminate the re- 
ceiverships. 

Senator ScHorrrev. I get that; but, in my way of thinking, I won- 
der if you will not agree that it does not eliminate the flexibility 
Congress wrote into the act; they have the right to go either the 
merger or the receivership route. We would not want to ‘disturb that ; 
would we? 

Senator Futsrienr. My point is that the flexibility has been elimi- 
nated day by day by the policy of the board. That is the very point: 
that I do not think they are approaching it in the spirit of the act. 
They have adopted the policy that they believe that receiverships are 
a bad thing, per se, and that they have had it since 1944. 

Senator Scuorrren. I am not going to take 19 out of a good many 
thousand banks and say that that is a hard and fast rule, although 
I notice that the gentleman has said in all of those cases he has gone 
the merger route. 

Senator Funsrientr. And he believes it is a proper policy to elimi- 
nate receiverships. If that is the policy, and there is technical au- 
thority to go that route—although I think it does contemplate at 
least a judgment based upon facts before they make a decision, which 
is impossible in many of these cases. I think the language, if you 
would care for me to read it to you, when it says, “Whenever in the 
judgment. of the board of directors such action will reduce the risk 
or avert a threatened loss to the corporation,” the way they have 
alibied that is that if you do not follow the merger route there may 
be some secondary effect upon other banks, and you may have a chain 
reaction. That is the questionable point, I think. This reminds me 
a little of the policy of the CAB in airplane contracts. They have 
never permitted a trunk line to go broke. They thought it would be 
bad for the industry. That brings me right up to this old idea: Is 
this a competitive economy, a private enterprise, or is it one in which 
the Government is going to support everybody in their present situa- 
tion? Now, I disagree with the policy of the CAB. I think that in 
our system of economy—we call it private enterprise—an occasional 
failure is inherent in the system. It is the way it throws off its weak- 
lings. You preserve them, and I think you tend to have the whole 
economy deteriorate. I think as bad as it may be for the individuals 
involved, whether they be airplane plants, banks, or what they may 
be, there is inherent in the private-enterprise system occasional bank- 
ruptcies, occasional failures. That is the way it sloughs off the sorry 
members of that economy, and new ones take up where they left off. 

Senator Scuorppe. I agree with you on that. That is pretty much 
like a professor I had one time in physics with whom T had some dif- 
ficulty fully acquainting with my knowledge of the subject, in which 
I was not too successful. He went on the theory that 10 percent of 
his class would flunk, saying, “I cannot afford to pass you all.” 

Senator Futrrienr. It is somewhat the same idea. 

Senator Scnorrret. The situation is analogous. I do not contend 
that out of 19—and thank goodness we have had only 19 since 1944— 
things are too bad. But we are coming into a period now that has 
just been pointed out here when I think it is well for us, as a matter of 
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policy, and certainly based upon hard cold law, that we try to write 
a policy which is designed to make us stop, look, and reanalyze where 
we might be going. I thoroughly agree with you on that score. 

Senator Futsrient. I would just like to end wp, Mr. Harl, with this 
question. 

Would you agree that from here on you could give the committee a 
statement of the reasons and justifications for your authorizing a 
merger ¢ 

Mr. Haru. Yes, sir; and I would like to say further we could bring 
you the record, Senator, where the Chief of our Liquidation Depart- 
ment has recommended these mergers, too. I would like to bring 
up to you, sir, the whole record of the case—any case you would sug- 
gest—and just take it step by step. 

Senator Futsricntr. We took that case step by step—several cases— 
the other day. We did have the figures, trying to estimate the 
relative effect on the FDIC of receiverships in some of those cases. | 
think it was clear that in the Cecil case, and in Oklahoma, your losses 
would have been smaller if you had followed the receivership action. 

Mr. Haru. I do not agree with that, Senator, at all, and I would 
be very glad that the other two Directors be heard on that. 

Senator Futsricur. I would be glad if you could supply the com- 
mittee with the way you would justify that. 

Mr. Haru. There are canal intangibles in there. We are at the 
present time getting ready to sue several people that had money bor- 
rowed from that bank, and I do not believe that the loss is going to 
be anywhere near the anticipated loss. 

Senator Futsrigutr. You would have had the right to sue them in 
recovery of assets. It does not affect that. It only affects how much 
you have to pay out. I would assume that the recovery, if anybody 
owes the bank, if-you have receivership you would have just as much 
interest in making them pay, one wav or the other, and in that case 
I assume you would be the receiver. Under the law—— 

Mr. Hart. In the national banks we are; you are right. 

Senator Futsrient. And in State banks, they can certainly appoint 
you receiver if they like? 

Mr. Hari. No: the circuit court. 

Senator Futsrient. With this fine spirit of agreement, I expect 
they would. 

Mr. Haru. The circuit court determines that. 

Mr. Sparuinc. We determine it in our State. 

Mr. McKintey. We do, too. 

Mr. Hart. In many States the circuit court appoints the receiver. 

Senator Furrricut. It is your opinion, then, that you believe in 
this policy of mergers? 

Mr. Hart. No, sir; I have never said 

Senator Funsrienr. In the policy of merger. Is that the policy to 
be followed ? 

Mr. Haru. No, sir. The staff studies each case. After we deter- 
mine the facts, we make our determination. I cannot say that in every 
case I would be for receivership or merger, but I think you will find 


that in every case of merger our Liquidation Division has recom- 
mended a merger. 
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Senator Frear. Senator Maybank? 

Mr. Spartinc. May I make one statement before you adjourn ? 

I left Mr. Cook in Chicago attending the ABA, and he said he had 
some commitments there and he would be here if you wished. I will 
go back tonight and talk to him upon my return tonight, and would 
be glad to deliver to him any message you wish. He said he would be 
here any time you might wish him, sir. 

Senator Frear. As far as I know, the subcommittee has no desire 
to call him. 

Before we recess, however, I believe Mr. Oliver wanted to make a 
statement. 

Mr. Oxrver. I can make it very briefly. 

Mr. McKintey. May we be excused ¢ 

Senator Frear. Surely. I might say I appreciate your coming 
down, and I certainly hope it has not caused any too great difficulty. 

Mr. McKintey. We want to thank the committee for its courtesy. 


STATEMENT OF FRED N. OLIVER ON BEHALF OF THE NATIONAL 
ASSOCIATION OF MUTUAL SAVINGS BANKS 


Mr. Outver. My name is Fred N. Oliver. My address is 110 East 
Forty-second Street, New York City. I am appearing on behalf of 
the National Association of Mutual Savings Banks. I have appeared 
at numerous times before the Banking and Currency Committee. 

These banks have a real interest, on behalf of their depositors, in 
deposit insurance. There are $14,320,000,000 of their deposits insured, 
in insured banks. Those deposits are held by 12,551,000 depositors, 
depositors having an average of a little over $1,000 per deposit. 

We think that this type of depositor is particularly interested in 
FDIC insurance, being a small man with a small deposit. The de- 
posits are insured in these banks at about 99.7 percent of the total 
deposit liability. 

Senator Mayspank. They are not worried about being paid, are they, 
if anything happens? 

Mr. Ottver. Not at all, sir. 

Senator MaysBank. I am glad to hear that. I have gotten enough 
telegrams and letters claiming that they would not get paid. 

Mr. Outver. We have heard no such comment on the part of our 
depositors. 

Senator Frear. What are your deposits ? 

Mr. Outver. The total insured deposits ¢ 

Senator Frear. What are your total? 

Mr. Oxtver. A little over $19,000,000,000, of which $14,320,000,000 
are insured. 

The total of deposit accounts for the system as a whole is about $19,- 
000,000,000 of which $12,551,000,000 are insured accounts. 

Now, the association on behalf of its depositors, and it has no other 
interest, because they are not stock institutions, they represent only 
the small depositor who has a real interest in the proper administra- 
tion of this fund, has taken official action and has recorded that official 
action by letter to you, Senator Frear, and has directed me to appear 
and supplement that by a very short statement. 

Our institutions are supporting the confirmation of Mr. Harl and 
Mr. Cook. We feel that they have rendered an important public serv- 
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ice to the depositors of this country in efficient administration of the 
law. We feel that they have made a noteworthy contribution in this 
administration in that the total losses, as we understand it, over the 
last 8 years, have aggregated only $4,000,000, or about $500,000 per 
year, which is about one-third of 1 percent of the income annually 
during those years from assessments, and the earnings on the accumu- 
lated fund. 

I have been advised that the quality of their examinations has been 
constructive, and has been helpful to the bank officials. 

Incidentally, in our States—you spoke about directors—in our 
States it is the practice of the State supervisors of the Eastern States 
to send to each of the trustees of the mutual banks a copy of the exami- 
nation report. I do not know whether the same practice is followed 
in connection with the examination of commercial banks or not, but 
it is with these trustee institutions. It is no new or startling approach 
to the problem of keeping the directors or trustees advised. 

I think I should say that we have had occasion to confer with the 
officials of the FDIC on numerous occasions with reference to their 
relationship with the banks, their method of reporting, and we found 
them constructive, but at all times they have regarded their primary 
interest as being on behalf of the depositor, as distinguished from 
trying to help the bank management out of any particular difficulty. 

I think that concludes what I have to say, unless there are some 
questions, Senator Frear. 

Senator Frear. I do not believe so, Mr. Oliver, but we do appreci- 
ate your coming in and giving us this expression. 

I believe I put letters in the previous hearing, a letter from Mr. 
Freese, president of the National Association of Mutual Savings 
Banks, as well as one from Senator Millikin; but, in case I did not, 
I would like to have them included. 

(The letter referred to follows :) 


NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS, 
New York, N. Y., September 13, 1951. 
Hon. J. ALLEN FrREAR, Jr., 
Chairman, Subcommittee on Securities, Insurance, and Banking, 
Senate Banking and Currency Commiitee, Washington, D. Uv. 


DEAR SENATOR FREAR: This letter is written to you to enthusiastically endorse 
the reappointment of Mr. Maple T. Harl as Chairman of the Federal Deposit 
Insurance Corporation, and Mr. H. Earl Cook as a Director, on behalf of the 
mutual savings banks of the United States, members of the Federal Deposit 
Insurance Corporation. 

The administration has been highly efficient, and Messrs. Har] and Cook, who 
are responsible for this efficient administration, have at all times been coopera- 
tive and helpful in the solution of bankers’ problems, and at no time have ever 
been arbitrary in their relationships with the mutual banks. 

We feel that the country has been extremely fortunate in haying men of this 
caliber devote their time to this public service, particularly in the administration 
of this important Corporation so essential to the protection of the depositors. 

Again we say that we cannot commend them too highly for their past per- 
formance and earnestly hope that the committee speedily confirms their reap- 
pointment without further hearings. If further hearings are to be had, we 
request the opportunity to appear in person and support their reappointment. 

Very truly yours, 
NATIONAL ASSOCIATION OF MutuAL SAVINGS BANKS, 
By CArt G. FREESE, President. 


Mr. Ontver. I am compelled, Senator Frear, to make one voluntary 
comment on my own behalf, rather than representing the official 
position of the association, because it has not considered these apparent 
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controversies between the supervisors and the FDIC. I think our 
institutions would resent very highly if the FDIC should abdicate its 
responsibility to maintain adequate reserves, and I do not think they 
can delegate their responsibility to any State supervisor. They have 
a responsibility of their own under the act, and so specified in section 
6, that the Board itself must determine the adequacy of the capital 
structure, and it seems to me it is inherent to any insurance fund that 
the insurer has some right to prescribe conditions with reference to the 
condition of the insured institution. 

When they talk about consulting, it is all right to consult, but I 
do not believe they can abdicate their responsibilities. They cannot 
do it in fairness to institutions which have to pay these assessments to 
support the institutions of the country asa whole. 

Senator Frgar. Mr. Oliver, just one question: The assessment that 
is made on banks is made on the basis of the $10,000 guaranty today; 
is it not ? 

Mr. Ottver. The assessment is calculated on their total deposit lia- 
bility. The risk involved is based on the $10,000 maximum. In our 
case it makes no differnece, from the practical standpoint. We are 
practically completely insured, as you know. 

Senator Frear. You are fortunate. 

Thank you, Mr. Oliver. 

The hearings will recess subject to the call of the Chair. 

(Whereupon, at 6:35 p. m., the subcommittee recessed, subject to the 
call of the Chair.) 
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